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MONDAY, DECEMBER 3, 1951 


Unirep STares SENATE, 
SUBCOMMITTEE ON MOBILIZATION AND PROCUREMENT 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a.m. in room 457, 
Senate Office Building, Senator Blair Moody (chairman), presiding. 

Present: Senators Moody, Gillette, and Duff. 

Also present: Walter Stults, assistant staff director, and Charles 
M. Noone. counsel. 

Senator Gitterrr. The subcommittee will come to order. 

This is a subcommittee of the Senate Select Committee on Small 
Business. 

The chairman, Senator Moody, is delayed and will be here shortly 
and in order to conserve time, 1 have been asked to call the subcom- 
mittee to order and start the work in the interest of the subcommittee 
and also of the witnesses who have come. 

The first witness on the list is Mr. Honeycutt. 

Is Mr. Honeycutt in the room ¢ 

Mr. Honrycurr. Yes, sir. 

Senator Giuterre. Will you take the chair please, Mr. Honeyeutt. 


STATEMENT OF J. V. HONEYCUTT, ASSISTANT VICE PRESIDENT, 
BETHLEHEM STEEL CO. 


Senator Gruterre. What is vour full name, sir? 

Mr. Honeycurr. J. V. Honeycutt. 

Senator Giuterre. Your residence is where ¢ 

Mr. Honryevrr. Bethlehem, Pa. 

Senator Giitterre. What is your business / 

Mr. Honrycurr. Assistant vice president in charge of sales of the 
Bethlehem Steel Co. 

Senator Gitterre. Do you have a prepared statement which vou 
wish to present ? 

Mr. Honerycurr. Yes, sir. 

Senator Gitierre. All right. 

Will vou proceed to read it in your own way ¢ 

Mr. Honeycurr. Yes, sir. 

Senator Gitterre. T understand you have some copies for distri- 
bution ? 

Mr. Honrycurr. I brought six copies altogether which I will be 
glad to leave. 

Senator Giriterre. I wonder if ‘you will make them available to the 
members of the subcommittee and the staff, 
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All right, Mr. Honeycutt, you may proceed. 

Just one further question. 

Would you mind being interrupted during the reading of your state- 
ment or would you prefer to wait until you have finished the formal 
statement / 

Mr. Honeycutt. I would prefer to finish. The statement I have 
prepared is in two parts, and I would like to finish both parts, if I 
may. 

Senator Gitterre. Very well. 

Mr. Honrycurr. The first part is steel outlook; the second part, 
efforts to police against leakage to premium markets. 

Senator Blair Moody’s telegram requested an expression on the 
subject of the steel outlook. That subject can embrace a number of 
items but we take it to mean this committee wanted to cover the matter 
of steel supply and demand. 

In connection with the subject of the steel supply one thing is clear; 

has never been greater in the history of our Nation. Steel is pour 
ing from the furnaces at an unprecedented rate in excess of 2 million 
ingot tons weekly. Production has exceeded 2 million tons for 37 
veeks of the 47 weeks so far this year. I estimate available steel 
supply will total in excess of 80 million tons in 1951. I think of steei 
supply in terms of finished steel, structural shapes, sheets, pipe, cast- 
ings, rails, bars, plates, wire and wire products, and so forth. It is 
measured in the tons of steel that are bought and sold and for which 
under the present Controlled Materials P lan allotments are issued by 
the NPA. These product tons in excess of 86 million are the result of 
being able to produce approximately 105 million tons of ingots and 
in addition approximately 2 million tons of steel for castings in 1951. 

It is my estimate that there will be approximately 88 million prod- 
uct tons available i in 1952 starting with about 21 million product tons 

the first quarter and increasing each quarter as the year progresses. 
The : announced official NPA steel supply figure for the first quarter 
of 1952 is 21,125,000 product tons. The figure of 88 million product 
tons in 1952 is based on approximately 113 million tons of ingots plus 
approximately 2,500,000 tons of steel castings. At the conclusion of 
the present expansion program in 1953 there will be about 120 mil 
lion ingot tons for steel products which will yield 90 million tons of 
.d steel products and in addition there will be 3 million tons of 
ar castings making the total net steel supply 93 million tons. 

I do not wish to confuse you itty Gaeces so [ will summarize the 
supply situation by expressing total finished steel product-tons includ- 
ng steel castings since the end of World War II. The figures for 
1946 through 1951 are estimated production figures and not capacity 
figures, the production being less than capacity because of many work 
stoppages together with the lack of demand and orders for all produc ts 
to support capacity operations in some of these 6 years. The estimates 
for 1952 and 1953 are based on capacity operations and my estimate on 
expanded facilities. 


Production tones Production tones 
1946 ..__._.. §1, 183, 374 | 1950 : .. %8, 866, 377 
1947 se 65, 072, 009 | 1951 (estimated) _. 80, 615, T50 
1948 we 68, 025, 438 | 1952_-_-_.- ; _... 8&7, 800, 000 


1949 ; ; 59, 541, 082 | 1953____ elneiis 93, 000, 000 
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In the all-out war of 1944, a total of 69,376,000 product tons were 
produced and shipped. In 1951 the shipments will be approximatley 
11,300,000 product tons in excess of this figure. 

I might add that in 1944 more than half of product-tons shipped 
were purchased for direct military purposes and other Government 
agencies, such as lend lease. To be approximately correct, 57 percent 
of those 69 million tons went into direct military and for lend lease 
and other Government sa purchases. 

My idea of real steel demand is the tonnage of orders which con- 
sumers are ready to place on the mill schedules based on a realistic 
appraisal of their production plans and inventory. As an example, 
real demand is not represented in an order placed for sheet steel for 
delivery in January for the production of a particular component 
when the necessary production equipment to accomplish such produc- 
tion will not be available until April. 

Another example, I would not consider real demand to be repre- 
sented in an order placed for 10,000 tons of structural shapes for 
delivery in the first quarter when the fabrication of those structural] 
shapes cannot be undertaken prior to the third quarter because of the 
necessity of first completing the engineering, design, and shop details. 

These days we have new terms to express “steel demand.” The 
terms “steel requests” and “stated requirements” are used interchange- 
ably with “demand.” These terms are those employed in the opera- 
tion of the rere materials plan. It is our opinion that the so- 

called “requests” or “stated requirements’ are greatly inflated and it 
is a fallacy to think of these tonnages as representatives of real de- 
mand. There is no penalty against anyone making requests for more 
than is needed. In fact, the applicant can ask for two or three times 
more in order to outguess the estimated cut-back that might be made. 
He has nothing to lose by such action. 

As we see it the needs of the steel consuming industry divide into two 
segments—military and civilian. 

I think of the military demand as being the needs of the war agen- 
cies, the Department of Defense and the Atomic Energy Commission. 
We are told their “stated requirements” exceeded the allotments 
granted. The allotments granted totaled 2.655.300 tons for the first 
quarter 1952 which re presented 12.5 percent of the 21,125,000 product 
tons available. We have just finished carefully surveying our order 
books, which are now filled for the month of January 1952, and find 
that the orders with military allotment symbols totaled approximately 
7.8 percent of the total tonni ge accepted for delivery in that month. 

I do not know the composite picture for all members of the steel 
industry but with the varied steel products made by Bethlehem it is 
reasonable to assume that our alte acceptance of the military is 
probably proportionate to that of the industry. Thus it is apparent 
that real demand of the military, as evidenced by orders placed, is far 
less than the stated requirements as projected for the first quarter and 
less than the allotments granted. The matter of furnishing steel for 
the shell program is an example. We find that we were able to secure 
orders for only 60 percent of the tonnage of shell steel we were directed 
to produce in the month of January. 

The other 40 percent of the steel tonnage reserved for the shell pro- 
gram has not materialized in the form of purchase orders. I am 
informed that the over-all placement of orders for shell steel for ship- 
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ment in the month of January was 45 percent less than the reservation 
directed by NPA for the acceptance of such she HH steel orders. 

Senator GitterTe. May I interrupt you there ¢ 

You did not want to be interrupted, but I want to understand that. 

When you say “we find we were able to secure orders for only 60 
percent of the tonnage of shell steel we were directed to produce—” 
who do you mean by “we,” the industry or your company ¢ 

Mr. Honrycvrr. I mean the Bethlehem Steel Co.; and I am in- 
formed that all of the other companies in the steel industry who had 
— I] steel program directed to them, that 43 percent, that they got 

> pe recent less than what me) we re supposed to get. 

Senator Gitterre. Thank you. 

Mr. Sruvrs. Following through on Senator Gillette’s questioning, 
were you so directed by the milit: ary or NPA? 

Mr. Honeycurr. By NPA 

Our books were open and we have to take those orders and we take 
them from anybody, and we as a matter of fact searched for them to 
make sure that we got our orders, but we came up 40 percent short. 

Senator Moopy. Will vou go ahe ad, Mr. Honeycutt, please. 

Mr. Honrycvrr. Thank you. sit 

The next topic is civilian demand. 

The so-called civilian demand is the result of the addition of many 
thousands of “requests” or “stated requirements.” I do not believe 
this total represents real demand. The reported “stated require- 
ments” for the first quarter of 1952 furnishes an example. It was 
announced that for this quarter the “stated requirements” were 32,954,- 
O00 ee tons including military. This would require an annual 
ingot capacity of 176 million tons. The current total steel produc- 
tion of the ah | excluding Russia would fall short of meeting these 

‘stated requirements.” 

An analysis of these first quarter “stated requirements” indicates 
that requests emanating from other than military sources and the 
automotive industry averaged, over all, approximately twice their 
1950 quarterly consumption. Steel shipments in the year 1950 estab- 
lished an all time record. In my opinion and the opinion of the steel 
industry as reported to C. E. Wilson this is a totally unrealistic 
demand. 

Our major concern is to obtain a realistic figure of demand. The 
“requests” or “stated requirements” do not provide this realistic figure 
and therefore, it is not a sound basis for the appraisal of real demand. 

Under the controlled materials plan a system of steel rationing is 
in operation. It has been our observation that once the consumer 
has been given an allotment of steel, every effort is made to place 
orders on the mill. The steel may not be as urgently needed as orig- 
inally contemplated when the “stated requirement” was filed, but the 
buyer cannot bring himself to give up his ration ticket because he is 
not certain as to whether or not he will get his share of ration tickets 
in the next quarterly period. With this Government rationing system 
in effect and knowing little of what the future holds with respect to 
ratio tickets, the buyer feels obligated to secure the steel at once even 
though later delivery might be in time for his requirements. 

We think today that sugar is in adequate supply. If an announce- 
ment was made today that sugar would be rationed and that start- 
ing next Monday only the buyers with ration tickets could secure 
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sugar, there would be created a demand for sugar far exceeding the 
supply. Once the ration tickets has been issued, buyers would con- 
tinue to use their ration tickets for sugar regardless of their real needs. 
We find this is exactly what is happening in steel today. 

The controlled materials plan perpetuates the idea of rationing, 
and, until it is revoked, the relationship of demand and supply will 
not find its practical level. 

Mr. Grace made the statement recently, “In our business we have a 
feeling we will have to find customers for our products before very 
long. I expect this to be evidenced before the end of 1952. We 
know there is not the kind of steel demand now for war goods that 
there was in World War IL.” 

As previously mentioned, IT estimate that a supply of 80,600,000 
product tons is available in 1951. The figures released by the DPA 
earmark ap proximate ‘ly f million tons for the milit: ary in the last 6 
months of 1951 and, estimating military in the first h: lf at 2 million 
product tons, there is availab le a total of 74.600,000 product tons for 
all other consumption. 

I would like to point out that the total product tonnage avallable 
for all uses in 1950 was slightly less than this, 73,800,000 product tons. 
Looking ahead to 1952 with an estimated 88 million product tons 
available, deducting 10 million tons for the military needs—and | 
think this is hiberal—would leave 78 million produet-tons for all other 
needs. If you will compare this figure with the 1946 to 1950 figures, 
you will see the basis for Mr. Grace’s statement, “we will have to find 
customers for our products before very long.” I will deal specifically 
with several of the major products. 

Bethlehem is a large producer of structural steel shapes as well as 
a fabricator of structural shapes. In our study of the demand situ 
ation we find the following with respect to fabricated steel for con- 
struction. 

The fabricating industry order book backlog as reported by the 
American Institute of Steel Construction has been ste: acily decreas- 
ing since the month of April. We find that what is true of the fabri 
cating construction industry is also true in our case inasmuch as our 
backlog of orders has decreased since January. When we examine 
the industry’s monthly bookings we find that actual mons placed 
for fabricated structural steel in the month of October are less that 
50 percent of the orders booked in January 1951. 

Monthly bookings by the industry since January have shown a con 
sistent trend downward. We find that the monthly orders booked by 
Bethlehem have also followed this trend. We measure the expected 
activity in our fabricating shops by the number and volume of in- 
quiries received—in other words, the jobs on which we are asked to 
bid. The number of tons on the jobs for which we have received in- 
quiries has followed a downward trend since August of 1950. Our 
experience shows that it is the inquiries of today that result in orders 
that are needed to run the fabricating shops in the immediate future. 

It is difficult, therefore, to recone ile our expe rience and the exper l- 
ence of the members of the American Institute of Steel Construction 
with the statements that the requirements for construction for the 
fourth quarter of 1951 were more than twice the availab le sepnany 
and that the over-all demand for structural shapes was 223 percent 
of supply. Traditionally, the structural fabricating industry con- 
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sumes about 51 percent of the structural shapes rolled. With a de- 
crease in structural fabricating activity ahead of us as evidenced by 
decreasing order backlogs, decreasing monthly bookings, and decreas- 
ing volume of inquiries, we come to the conclusion that our structural 
mills will not have sufficient orders to support full operations through 
the second quarter of 1952. What I have recited is based on the as- 
sumption that present Government policy on constuction limitations 
continues. If there is a relaxation of these limitations the situation 
should change for the better. 

I might add there, Mr. Senator, that up to an hour ago, we have 
space in the first quarter for a considerable amount of structural steel 
piling. Steel piling comes in two types, sheet steel piling and H piling. 
There are both types rolled on structural shape mills and we are look- 
ing for orders. 

Senator Moopy. Are there certain types of steel on which you are 
badly overbooked or not 7 

Mr. Honrycurr. Yes, sir 

I would like to continue, if you please. 

Cold-rolled sheets: Out of the 80,600,000 product tons available this 
vear, approximately 10 million tons are in the form of cold-rolled 
sheets. Cold-rolled sheets are used principally for automobiles, house- 
hold apphances, such as as washing mac hines, refrigerators, ranges, 
containers, and contractor’s products such as air-conditioning ma- 
chines, refrigeration, and so forth. 

The supply of cold-rolled sheets for 1951 was increased materially 
by the use of finished conversion steel estimated to be as high as 
200,000 tons monthly. Semifinished conversion steel is steel in a less- 
finished form such as ingots, blooms, billets, slabs, rods, skelp which 
a producer has available in excess of the quantity which that producer 
has the ability or facilities to further process. This is converted into 
finished conversion steel products such as bars, wire, pipe, or hot- and 
cold-rolled sheets by another mill or mills. 

In some cases semifinished conversion steel may originate with the 
ingot producer, proceed to an intermediate producer and be finally 
converted to finished conversions steel by still another producer. One 
of the first indications that the cold-rolled sheet situation was leveling 
out was found in the reduction in the pressure to secure cold-rolled 
sheets through conversion arrangements. As we face 1952. we find 
little desire on the part of the consumers to continue arrangements for 
the production of cold-rolled sheets from conversion steel. 

This is understandable because the curtailment on the manufacture 
of passenger automobiles and consumer durable goods has removed 
a considerable tonnage from the demand picture. It must be realized 
that passenger automobiles at peak production consume in excess of 
50 percent of the cold-rolled sheets produced. 

Senator Moopy. Would you say that. there was no need to cut back 
automobile production as it has been cut back ? 

Mr. Honeycurr. No, sir: that is not just what I meant to say. I 
believe at the moment from the st: indpoint of steel it would not be 
necessary, but I only talk about steel. There is a very serious shortage 
I understand, from what I hear and read, of copper and other parts 
that are required to make an automobile. 
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Senator Moopy. That is correct; but from the standpoint of steel, 
you say that there is no reason for cutting back production of auto- 
mobiles ? 

Mr. Honeycurr. | think not, 

The year 1950 was an outst: ele vear in the demand for cold-role 
sheets for the manufacture of gas water heaters, household uae 
ranges and gas ranges, washing machines, refrigerators, and radio and 
television sets. It is interesting to note that the production of wash- 
ing machines as reported by the American Home Laundry Manufac 
turers Association has declhned since October 1950. The units billed 
totaled approximately 440,000 in October 1950 and 140,000 in July 
1951, 

Shipment of gas ranges as reported by the Gas Appliance Manufac- 
turers Association declined from 330.000 units in August 1950 to 
151,000 units in August 1951. Household electric ranges as reported 
hy the National Electrical Manufacturers Association declined from 
i58,000 units in June 1950, total factory sales, to 64,000 units in 
August 1951. 

United States Bureau of Census figures on warm-air furnaces show 
a decline in shipments from a high of 145,000 in August 1950 to 77,000 
in August 1951. On automatic gas water heaters the Gas Appliance 
Manufacturers Association show figures of 260,000 in August of 1950 
to an average of 120,000 units monthly in the third quarter of 1951. 
Electric refrigerators, total factory sales reported by the National 
Electrical Manufacturers Association show a decline from 600,000 
units in March 1951 to 187,000 units in August 1951. 

Senator Moony. I want to have you finish your statement and not 
interrupt your thought, but at t thie point you might want to inter- 
polate on the question of why it was construed that there was such a 
sharp decline in demand ities the controlled-materials plan, but 
there was such a violent shortage of steel and so much movement 
through the gray market, high prices ranging up to 2314 cents per 
pound for 5-cent steel. 

Mr. Honrycurr. That is rather a long question for me, Mr. Sena- 
tor, to interpolate. 

First, you would like for me—— 

Senator Moony. No; [ just think it is pertinent right at that point. 

Mr. Honrycevrr. You would like for me to tell you why they de- 
cli i why these units declined in production ¢ 

nator Moopy. No; I would like to have you explain to me if these 
facts that you state are true, why there was such a violent gray market 
demand for steel long before the CMP went into effect. 

Mr. Honrycurr. Of course, my idea of the gray market before 
CMP, or Government controls was very small, and there were some 
products that were in short supply, and it is very difficult to keep 
anything that is in short supply in this country out of the gray mar- 
ket, whether it be steel or nylon stockings. 

I think it was very, very small, from the reports that we got from 
all of our district offices. 

IT still think it is in small tonnage, a pity any of it exists. It is 
difficult. to police, however. 

Senator Moopy. Did I understand you, Mr. Honeycutt, to say that 
the grav market in steel did not exist, or existed very rarely until 
the CMP was put in effect ? 
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Mr. Honeyevurtr. No, sir. There was gray market in steel in 1947 
und 1948; yes, sir. And I think it was very small. I think—I know— 
that our company had very penalizing instructions given to all of 
Bethlehem’s customers or prospective customers about that. 

The second part of my statement is on that subject. 

Senator Moopy. That is fine. 

Just one more thing: Is it your understanding that the gray market 
was increased or decreased by the institution of CMP? 

Mr. Honrycurr. From what I hear, and read in the papers, and 
a few things that have come directly to my attention, I think that it 
las increased in the last few months, in places, numbers and tons. 

Senator Moopy. For your information all of the previous testimony 
before the committee, including testimony from small-business men 
who have been unable to get steel, gray marketeers themselves, and 
from big-business men who have not been able to get steel, is to the 
effect that CMP has had a marked effect in decreasing the gray 
market. I do not want to interrupt your statement too far, but for 
vour information I thought you would like to know that, and I wanted 
to bring it out at this point. 

Mr. Honrycurr. You say CMP has had an effect of decreasing 
vray market ? 

Senator Moovy. That is the testimony that has been submitted to 
the committee in other sessions. 

Mr. Honeycurr. The experience of my company is that it has in- 
creased, in tons and in number of places. 

Senator Moopy. That is the point I wanted to bring out. 

Mr. Honreycurr. Yes, sir. That is my experience. 

Mr. Sruurs. Mr. Honeycutt, one further question on that same 
point: 

If your fieures are correct, and there has been such a marked de- 
crease in demand, presumably the supply picture should be such that 
there should be no black market or gray market. Why, if I could 
vet 5-cent steel, would I pay 23 cents. 

Mr. Honeycutt. That could come about. I say that in some prod- 
ucts that is not decreased. I am pointing out here that we are heading 
for that decrease. 

Mr. Sruurs. All of your figures show that up until now sheets 
which have been in the black market, and in structural which ap- 
p rently is one of the tightest—— 

Mr. Honrycourtn. Sheets have been tight and they have been run- 
hing full in supply. I say we are coming to the point now and I 
think in the first quarter that there will not be as many sheets pro- 
duced as there have been sheets produced. 

Senator Moopy. Mr. Honeycutt, are you familiar with the move- 
ment of prices in the gray market for steel 4 

Mr. Honeycurr. Only to what I hear and read in the papers and 
vhat comes particularly to my attention. 

Senator Moopy. Has it come to your attention that the gray market 
price for steel has dropped rapidly since the CMP has been put into 
effect 7 

Mr. Honeycurr. No, sir. 

Senator Moopy. For your information that apparently is a fact. 
It was so testified in both Detroit and Chicago by a series of witnesses. 
The gray market prices of steel ran from $10 or $11 a hundredweight 
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up as high as 20 or 22 or $2: 3a hundredweight over a period of month: 
but the testimony was unanimous, Mr. Honeycutt, that im recent 
months, since the CMP has been inaugurated, that there has been a 
very sharp slide-off in the price, which to me would indicate that the 
OTAay market demand had been gvreater before the CMP took effect. 

Mr. Honrycurr. I could understand that the gray-market prices 
would be receding, but I say to you that the ones that we know about, 
and that has not been recently, that I know the prices, but back in the 
summer I knew some prices that were sold in gray market for small 
mT of steel, and they were very high. 

We have a case of what we think is gray-market diversion of steel 
and I do not know what it was sold for, just recently. 

Senator Moopy. There are scores of cases for your informatio 
where steel was selling anywhere from 14 to 20 cents a pound. 

Mr. Honrycurr, Yes. 

Senator Moopy. That was particularly true before the CMP was 
put into effect, and a number of witnesses testified that the CMP had 
had the effect of knocking out much of the demand for the gray 
marketeers, and some gray marketeers testified they expected to lose 
money with steel they already had on hand. Therefore, I thought 
that in view of this point you just made I ought to tell you that at this 
pomt in the record. 

Mr. Honrycurr. Thank you, sir. 

Senator Moopy. Do you want to proceed, sir / 

Mr. Honeyeurr. Yes, sir 

You will notice, gentlemen, that all these reductions oceurred prior 
to the adoption of the controlled materials plan. We see many signs 
of increased sales activity on the part of all the manufacturers of these 
items to sell the units now available. Whether or not 1952 will see a 
production requirement for these items approaching the 1950 levels is 
open to question. ‘The figures we have just reviewed show a declining 
activity from the middle of 1950 to the middle of 1951. The supply of 
cold-rolled sheets shows an increasing potential as we go into 1952. 

It appears certain that a substantial tonnage of ingots which have 
formerly vrone into cold rolled sheets including conversion, will not be 
required for cold-rolled sheets in the first quarter. 

General comments on other steel products: 1. Structural shapes, 
plates, carbon bars. 

It is my opinion that there is no over-all shortage of steel across the 
board. There are tight supply situations in three items, namely. 
structural shapes, plates, and carbon bars. The structural shape situ 
ation has been covered earher. 

When we examined the situation on plates we found that*the princi 
pal shortage is in the type known as sheared plates. The Steel Plate 
Industry Advisory Committee has met with NPA officials for complete 
discussion of this problem and a task force is now endeavoring to find 
ways and means of increasing the supply of sheared plates. This is 
an active study and will inc ‘ude the in vestigation of the possible use of 
conversion steel production as well as a study of the gage pattern of 
plates now being produced on the sheared mills to determine if a 
shifts can be made in order pattern and if this would result in ad 
ditional sheared tonnage. 
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In carbon steel bars, we find overloads on certain sizes and sections of 
carbon bars but not the entire range of carbon bars. The overload, in 

our opinion, is not serious. In the past, we have always had situations 
where certain of our mills had more of a backlog than our other mills. 
Having a free hand to work out the overload by having intimate 
knowledge of the customers’ requirements, has, in the past, enabled bar 
mills to work out their own problems. Under the CMP rationing 
system, with warehouse load directives and directives for further con- 
verters together with numerous last-minute directives from the NPA 
we are not able to render spot assistance in urgent cases as we were 
able to do in the past. 

Bar mills are difficult, particularly in these times because the Bethle- 
hem Steel Co. has 15 bar mills. That is more bar mills than we have 
shape and plate mills, and the 15 bar mills will not produce a third of 
what 12 shape and plate mills will produce. 

It is due to the nature of the business. We roll bars from three- 
eighths-inch round, which is the size of a lead pencil, up to 8-inch 
rounds, and in some of those smaller ranges, from three-eighths up to 
three-fourths, they advance by sixty-fourths of an inch. Beyond that 
they advance by thirty-seconds of an inch. We have bar mills that 
you cannot get a thousand tons of bars produced a month, whereas we 
have a new modern bar mill where you can produce 32,000 tons in a 
month, so it is very difficult, unless you can have a lot of latitude, to help 
out in emergency cases, to handle bar business. 

I thought you might be interested in that. 

No. 2, wire and wire products: 

The military load on this group of products, as evidenced by our 
order book, is less than one-half of 1 percent. In some of the products 
in this category there is a definite softening in demand, and we are 
not now able to obtain orders to fill the production schedules prior to 
expiration of the normal lead time, and find it necessary to solicit 
late orders if we are to have a full schedule. 

No. 3, hot-rolled sheets : 

The military load is approximately 8 percent. We feel the “give 
and take” of being able to adjust schedules without respect to CMP 
regulations would enable us to do a better job of distributing this 
unportant steel product. 

No. 4, or alvanized sheets: 

The military load is approximately 7 percent and the so-called short 
age of galvanized sheets is caused more by the zine shortage than by 
the shortage of steel. The galvanized-sheet situation would be mate- 
rially improved overnight if more zinc was available. 

No. 5, Bitttweld and Lapweld pipe under 16-inch diameter: 

Our estimate of the military load is 4 percent. In excess of 
percent of pipe is sold through distributors, and there are many indi- 
cations that supply and demand are in balance on black pipe. The 

situation on galvanized pipe would improve at once if more zinc was 
available to producers. 

No. 6, alloy steel, semifinished and bars: 

If there is any shortage in this group of steel products, it is not 
because of the lack of production facilities of the steel producers, but 
is caused by the shortage of such alloying elements as nickel. molyb- 
denum, cobalt, and tungsten. 
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That takes care of the major group of products which we make 
and which are considered the major group in the steel industry. 

There have been many people talking and writing about steel supply 
and demand. We are not and do not want to appear in the role of 
being controversial. It is our intention to be practical based on know]- 
edge and experience. It is also our determination to be cooperative 
to the utmost of our ability with all Government agencies in whatever 
methods and regulations they establish. 

As one indication of this, I would like to leave with Senator Moody 
a copy of the steel industry report and recommendation made to C. E. 
Wilson and Manly Fleishmann on October 10, 1951, by Messrs. Grace, 
Fairless, Ryerson, Colvin, and Marshall, a as a subcommittee for 
the steel industry. You will please note this report pledges full coop- 
eration of representatives of the steel industry. 

I would like to add this: That Manly Fleishmann, who is head of 
NPA and DPA, and all of his deputies, we do not agree on opinions, 
but our relations are most friendly at all times, and we do everything 
to fulfill what they tell us to do, even though it sometimes is Impos- 
sible. Now, sir, if I may go— 

Senator Moopy. I may say I have not heard anybody, whether they 
agree with Mr. Fleishmann or not, who did not say that under diffi- 
cult circumstances he was not doing a splendid job. 

Mr. Honrycurr. You say he is not doing a splendid job 4 

Senator Moopy. No; I say I had not heard anyone who said he 
was not. 

Mr. Honeycurr. I did not say that. 

Senator Moony. | cagerh That is what I understood. 

Mr. Honrycurr. Yes, s 

I think he is doing the ao best under the conditions and things 
that he has to work with. 

Senator Moopy. But you do not agree with his policy ; is that 
correct ¢ 

Mr. Honeycurr. There are some things, we have difference in 
opinions about this or that, but as I say we work with Mr. Fleishmann 
and I like him. 

Senator Moopy. How many copies did you leave of that report? 

Mr. Honeycurr. You mean the report and recommendations ? 

Senator Moony. Yes, sir. 

Mr. Honrycurr. I only have two of those, but I know that Mr. 
Austin can supply you with any amount, Mr. David Austin. He is 
in this room. 

(The report referred to is as follows :) 


REPORT AND RECOMMENDATIONS OF REPRESENTATIVES OF THE IRON AND STEEI 
INDUSTRY WHO ATTENDED A MEETING CALLED BY MR. CHARLES E. Wrison IN 
Wasuineron, D. C., ON SEPTEMBER 27, 1951 


In response to Mr. Charles E. Wilson's request of representatives of the 
iron and steel industry who attended a meeting held in Washington, D. C., 
Thursday, September 27, 1951, asking for suggestions as to how the Defense 
Production Administration and the National Production Authority may assist 
the steel industry in maintaining and increasing steel production and improve 
the operation of the controlled materials plan, we submit the following report 
and recommendations. 








 ) 
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A. COMMENTS AND RECOMMENDATIONS ON CONTROLLED MATERIALS PLAN 


Since the estimated direct military requirements constitute less than 15 percent 
of the estimated 1952 steel supply, since no part of the direct military program 
is currently being delayed due to a shortage of steel, and since consumer durable 
goods are generally in adequate supply, we reiterate our belief that no control 
of steel production and distribution such as the controlled materials plan is at 
present needed 

However, we recognize the fact that it has been decided by the responsible 
Government officials that the controlled materials plan is needed and will be 
continued. We further understand from Mr. Wilson's statement that controls 
will be eliminated as soon as it is practicable to do so. Under these circum- 
stances, we pledge our full cooperation and list below certain suggestions which 
we believe will improve the present plan. 

] Need for realism in stated re quirements 

The weakest link in the CMP system is found in the method used to determine 
the stated requirements. It is impossible to determine the degree of imbalance 
between supply and demand when stated requirements are unrealistic. ‘The need 
for improvement in this phase of the operation is evident. 

Fourth quarter stated requircments.—Stated requirements for carbon steel in 
the fourth quarter of 1951: 147 percent of supply. Making allowances for the 
restrictions on the production of passenger automobiles and consumer durables 
makes it clear that other steel consumers requested tonnage equal to 192 percent 
of their average quarterly tonbage in 195t-—a totally unrealistic demand. 

Ntated requireme nts for structural steel shape 8 Typical of this problem of 
unrealism are the stated requirements for structural steel shapes—22z3 percent 
of the estimated supply. This is equivalent to 2,900,000 tons for the quarter or 
aun annual rate of 11,600,000 tons. During the all-out war year of 1942, ship- 
ments of structural shapes totaled 4,945,000 tons, the record year to date. 

The record of consumption of structural shapes shows that the construction 
industry accounts for approximately 51 percent of the total. Fourth quarter 
stated requirements of structural shapes for the construction industry (bridges, 
buildings, ete.) totaled 1,400,000 tons. This Compares to the all-time quarterly 
record supply during the second quarter of 1951 of 640,000 tons of structural 
shapes shipped to the construction industry 

It is evident to us that inflation of requirements is due largely to eagerness 
on the part of claimants to participate in mill rollings in the earliest quarter 
without proper regard to the status of each project with respect to completion 
of engineering, design, and bills of material in time for fourth quarter mill 
rollings. The rate at which steel construction projects can be designed, fabri- 
cuted, and erected, must be taken into consideration before expressing the 
demand for structural shapes to be rolled in a particular quartely period. 

The overstatement of demand for structural shapes for construction in the 
fourth quarter resulted in a DPA public announcement of various percentages 
of reduction in programs requiring structural shapes, such as iron and steel—cut 
1) percent: general commercial construction, cut SY percent; other industry 
expansion, cut 74 percent; foundries, cut 2S percent, ete. These cuts from the 
stated requirements were viewed with alarm in all quarters and yet it is sig- 

liicant that the reduced percentages of a fictitiously high and unrealistic 
figure are providing sufficient allotments to operate steel fabricating shops 

ose to capacity during the fourth quarter of 1951 and well into the first 
quarter of 1952. 

As a specific example, using relative figures—one program had stated require- 
ments of 185,000 tons of structural shapes and was allotted 78,000 tons. The 
allotted tonnage is approXimately 30 percent higher than any recorded quarterly 
shipments of shapes for that purpose, Spot checks at the level of the steel fab 
ricators failed to locate any appreciable tonnage for that program which had 
progressed to the point of requiring rollings in the fourth quarter which was 
not covered by allotments. There is no doubt that a great many of the jobs that 
made up the 185,000 tons requested were not ready and could not be made ready 
With respect to design, engineering, bills of materials, etc., in time to be placed on 
the mills for fourth quarter rolling. 

Reeomme ndation for mn proving operation We recommend that there he set 
up within DPA a competent staff charged with the responsibility of examining 
the status of the contruction projects that are included in the stated requirements 
of each claimant agency ‘The purpose of this examination would be to deter- 
mine whether these requirements are realistic as to quantity and timing. Con- 
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struction projects should first secure the approval of this staff before the stated 
requirements of structural shapes are presented to the DPA Requirements Com 
mittee. The immediate job is to examine the projects now pending. 

Unrealistic demands distort appraisal of defense mobilization accomplish- 
ment.—Until the real needs of all segments of our economy, including the mili- 
tary, can be factually compiled, sound forward planning is next to impossible. 
It is the opinion of this group that the fourth quarter stated requirement of 
approXimately 29,000,000 tons of carbon steel is completely beyond the ability 
of the economy to consume, fabricate, or utilize. The extent of inflation in the 
present stated requirement is such that a truly great accomplishment by the 
American steel industry for the defense mobilization program is today unjustly 
represented to the public as a failure. 


2. Additional information is needed on applications for allotments of steel 


Current applications for allotments of controlled materials show only dollar 
value of shipments for prior periods. Applications should require a statement 
of actual usage, in tons of steel, during the preceding quarter, as well as total 
inventory in tons at the close of the previous month. In this way requests for 
allotments may be compared with current usage, inventories checked, and a 
much more intelligent job of allotment accomplished. Accredited inderes show 
a substantial growth of steel products held in inventory over the past 1 ouths 
While some increase is inevitable during a transition period when our Cccnomy 
is shifting from peacetime to emergency status, we believe furthe. increase is 
unnecessary. 


38. Steps should be taken to prevent delivery of steel to military contractors prior 
to actual need 
Information has reached a number of producers indicating that certain mili 
tary contractors are accepting delivery of steel far in advance of actual need. 
Sometimes this is done at the insistence of the military. Such a practice ob 
viously immobilizes the steel and is unfair to others who need steel for im- 
mediate use. Vigorous steps should be taken to put a stop to this practice. 


4. Eliminate limitation on order acceptance under direction 3 to order M-1 


Direction 38 to order M-1 now provides for a 10-percent reservation until 15 
days prior to the lead time. This is unnecessary and confusing. It should be 
eliminated 

Under the present regulations, a steel producer must accept direct military 
and Atomic Energy orders while there is open space. Hence, there is no need 
to provide an emergency pool to take care of such orders, inasmuch as the mili 
tary and AEC have their procurement authority well in advance of anybody 
else through advance allotments. Therefore, there is every reason to expect 
that their orders will be accepted. With all other CMP orders having equal status 
the reservation serves no useful purpose and in fact creates a false condition 
of inadequate space at the mills to take care of all authorized controlled mate 
rial orders. 


Oo. Tmportant military programs should be equitably spread among the various 
steel producers 
There is not at present an equitable distribution of large military requirements 
among the various steel producers. It is recommended that large programs, 
such as landing mats, chemical warfare bombs, tank armor plate, ete., be 
spread equitably among the producers by the use of production directives in a 
manner similar to that which is now used for shell steel, 


6. Overallotni nt of supply by the require ments committee 


It is recommended that the Requirements Committee restrict their allotment 


of steel to a mnaximum of 110 percent of supply. 
7. Revise certification of controlled material orders 

It is recommended that the present requirements for certification of orders 
by consumers of steel should be revised to require the purchaser to state that 
the order is within the amount allotted to him for that quarter and that no 
duplicate orders have been placed A statement. similar to that used during 
World War II, indicating that a penalty applies for false certification, should 
also be included 


Qeeeg 
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8. Steel products advisory committee should be kept informed on program and 
production objectives of DPA 

In order that the steel industry may assist in the equitable distribution of 
steel, it is important that through their Steel Products Advisory Committee they 
be kept acquainted with the production objectives of the defense program. Pro- 
jected changes in emphasis should be made known promptly. As an example, 
a broad estimate of the rate of increase in the machine tool program should 
be given to the industry for their guidance in production planning and dis- 
tribution. 
9. Conversion steel 

Because of the many problems involved with steel presently described as con- 
version steel under CMP, we suggest that a study be made by the Steel Products 
Advisory Committee after discussion with the proper officials of NPA. 


B. FLOW OF SCRAP MUST BE INCREASED 


A shortage of iron and steel scrap seriously threatens the continued record 
production of steel. Sources of scrap are threefold: 

1. Home-generated scrap, which returns automatically to the steel furnaces 
and foundries. 

2. Scrap generated during the fabrication of steel. A careful coverage of all 
consumers by steel producers during the past 2 years has assured the prompt 


} 


return of this kind of scrap to the mills. 

3. Remote and dormant serap. 

(a) A Nation-wide plant-by-plant canvass, organized by members of the iron 
and steel industry and sponsored by the National Production Authority, is cur- 
rently under way. 

(b) One source of scrap lies in the many governmental departments, both 
civilian and military, which have been dilatory in not yet properly organizing 
to secure the scrap which can be made available by scrapping overage ships, 
trucks, military matériel, and equipment of every type. 

We make the following recommendations: 

1. The Office of Price Stabilization has under consideration the establishment 
of a single price for the five grades of open-hearth steel scrap. The Scrap Ad- 
visory Committee is of the opinion that such action will accelerate the flow of 
scrap. We urge prompt decision by OPS. 

2. A qualified executive should be appointed by Mr. Wilson and assigned the 


responsibility of accelerating and increasing movement of Government-owned 
scrap 


C. ISSUANCE OF CERTIFICATES OF NECESSITY FOR STEEL EXPANSION PROGRAM MUST BE 
EXPEDITED 


At no time in the history of the steel industry has the expansion in capacity 


been so great as that which has been attained and planned during the 2 years 
Nol and 1952, The rated ingot capacity for the industry on January 1, 1951, 
was about 104 million tons. Recent industry data indicate it will be approxi- 
mately 119.6 million tons at the conclusion of the present expansion program, 
Permission to amortize the cost of new facilities, as provided by law, over a 
»-year period furnishes the incentive to risk private capital in the expansion of 
fi es and hastens replacement With new facilities costing two to three 


times the original cost of similar equipment and with steel prices at a level 

h requires practically a 100-percent rate of operation in order to return 
even a moderate profit, certificates of necessity furnish a means to the steel 
industry to expand more in the immediate present than would otherwise be 


possil ie 


kiven though during the life of the facility there is little or no tax saving to 
the company, the accelerated amortization provided by the tax law accomplishes 
several things. It places the financial responsibility for the new facilities upon 


i “hi 
private capital where it belongs. It avoids the wastefulness often attendant 
upon Government-financed and operated facilities and the chilling effect on the 
proven fruitfulness of private investment when Government steps in to compete 
with private industry 
In recent months, however, delays have occurred in the granting of certificates 
of necessity which to some extent have counteracted the beneficial effect of the 


special amortization features of the tax law enacted by Congress, Not only has 
the slow-down in the granting of certificates delayed current and planned con- 
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struction, but it has had the double-barreled effect of discouraging other programs 
for increasing steel production which are in the consideration stage 

Special consideration is urged for immediate processing of certificates of 
necessity connected with increasing the supply or improving the quality of 
metallics. It is important to recognize that each producing company continues, 
as in the past, to accept the responsibility for providing the raw materials re- 
quired to support its present and projected ingot production. Many applications 
covering mechanization of coal mines, coal-washing equipment, development of 
taconite and direct shipping ores, as well as the construction of pig iron and coke 
producing facilities, included in the expansion program, now await favorable 
action 

It is recommended, therefore, in aid of greater production that certificat 
necessity be granted promptly wherever connected with soundly conceived raw 
material expansion programs and that special and immediate attention be given 
to projects which have been planned to increase the supply of Metallics in su 
port of the production of 119.6 million tons of ingots. 


D. NECESSARY MATERIALS AND COMPONENTS FOR STEEL EXPANSION PROGRAM MUS'1 
BE PROVIDED ON SCHEDULI 


It should be understood that materials and components of many kinds are 
required to build new plants and facilities, and, furthermore, they must be 
delivered on time to the equipment builders as well as to the steel companies 
in order that plants may be completed on schedule 

At the present time deliveries of overhead traveling cranes, certain items of 
mill equipment, and some items of electrical equipment are behind schedule in 
relation to completion dates which otherwise would be attained, 

It also should be understood that if allocations of necessary materials con 
tinue to be curtailed there will be further serious delays and additional costs 
of construction, which will be aggravated by the necessity for partially dis 
banding and later remobilizing construction forces. 


E. THE HARMEUL EFFECT OF WORK STOPPAGES AND SLOW-DOWNS 


Many thousand tons of steel have been lost during 1951 as a result of Work 
stoppages and slow-down, in the steel plants and in their service auxiliaries 
such as railroads, mines, ete, 

One of the clouds on the production horizon in 1952 is involved in the year-end 
negotiations with the United Steelworkers of America when labor contracts wit! 
substantially all major steel producers will be opened. Any prolonged work 
stoppage would cost the Nation millions of tons of steel—far more than can 
be secured in 1952 by getting additional scrap, better raw materials, and pro- 
duction from new facilities and improved processes combined. 

Therefore, it is of the utmost importance that Government, Management, and 
labor exert their best efforts to prevent work stoppages and slow-downs and 
assure full utilization of the industry’s present and future capacity Intelli 
gent handling of this matter by all concerned is certain to redound to the national 
interest 


COSTS AND SELLING PRICES 


nder a controlled economy it is essential that industry discuss with Gove 


ment the selling prices of its products, 


Contrary to popular belief, the steel industry has, over a long period of time, 
been far down the list of American industries in respect to its earnings in rela 
tion to invested capital. The earnings of the industry must be adequate to keep 
it strong and to attract the risk capital so necessary for continued growtl 

Certain price advances were made last December concurrently with increases 
in wages and salaries. Cost increases since that time have already outstripped 
these price advances, as a result of increases in the cost of goods and services 
purchased by industry It is, therefore, highly important that the future ad 
justments in selling prices fully reflect all elements of cost including goods and 


services purchased as well as any wage and salary increases 
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G, COMPETENT PERSON NEI 


Kach of the companies represented at the meeting with Mr. Wilson pledges full 
support to the National Production Authority’s desire to maintain an adequate 
staff of competent, trained men in the Tron and Steel Division and agrees to 
make such men available when needed. 

Senator Moopy. I think that before you gentlemen leave this morn- 
ing that every member of the committee at least ought to have a copy 
of the report if you have them available. 

Mr. Honeycurr. | am sure Mr. Austin can supply those. At least 
I think so. 

Now, Mr. Senator, I would like to read this other part of my state- 
ment, which is part I, and that will not take long. 

Senator Moopy. Please do. 

Mr. Honerycutr. Thank you, sir. 

I fforts to police against leakage to premium markets: Senator Blair 
Moody 's telegram also asked for testimony on the “efforts of the in- 
dustry to police against leakage to premium markets.” I can, of 
course, tell you only about the efforts of the Bethlehem Steel Co. in 
that regard. 

So long as we had control of the distribution of our steel products we 
were able to and did do everything possible to stop steel gray-market 
ope i it102 iS. Howe ‘ver, since the controlled- materi als pl: in bec ‘ame effec - 
tive we no longer have comp lete control over the distribution of our 
products and as a practical matter we can do nothing effectively ex- 
cept to report to the National Production Authority any evidence of 
such transactions that comes to our attention. 

Senator Moopy. Is it your position that the steel industry was re 
sponsible for the leakage before the CMP but the Government has been 
responsible for leakages since the CMP 4 

Mr. Honreycurr. Mr. Senator, the steel industry, as far as I know, 
and the Bethlehem Steel Co. has not been responsible for ans leakage 
at any time. What I mean is that we cannot penalize a customer of 
the Bethlehem Steel Co. today as we could and did before CMP, when 
he sells it at an exorbitant price or when he lets steel that we supply 
him get into bad channels, even though he has sold it at a reasonable 
and, let us say, proper price, and we cut that fellow off. And we told 
him beforehand that we were going to cut him off and that was quite a 
severe penalty to look in the face and we cut them off, anybody that we 
caught and we had 530 salesmen who were vigilant then and are still 
vigilant, but we cannot say toa fellow now “You cannot have any more 


steel from us if you sell it in the black market or if vou put it into 
somebody else’s hands who sells it as black market.” 

We cannot do that. and we had case in point where we did do that 
with the approval of NPA. A fellow in Philadelphia, and this was 
after controls were in effect, and we cut him off. Of course, we had to 
the fellows in Washington if we could do what our poli v had 


; 
OSin I 


been to do that, and they said, “Yes: you cut that fellow off.” We had 
the LOO ids on him. He sold a little bit of steel for 20 or 22 cents a 
pound that he bought from us for about 3, or something, so we cut the 
fellow off and he started suit against us and sued us for $100,000, and 
then he carried it to another court and then he came down here to work 
and Manly Fleischmann selected a board and the board heard this 

se and they finally told us that we had to ship him the steel, and also 
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ship | im retroactive for 6 or 8 months that he had not been getting 
any steel. 

Now we handled it differently. 

Here is what we told— 

Senator Moopy. At that point. if I may inte ‘rrupt you, Mr. Honey 
cult, can you su bmit to the Committee a list of ‘people 3 you did cut off 
when the thing was under your jurisdiction ¢ 

Mr. Honryceurr. I may have a few of them here I would be glad to 
submit and one now that ought to be cut off which we cannot cut off, 
a fellow down in Cleburne. Tex. We ought to cut him off. We 
should not have shipped him anything. (See appendix I, p. 65.) 

Senator Moopy. The reason IT am party ‘ularly interested ip that 
point is the testimony of the committee in other cities has conclusivel) 
established in my judgment that there was a raging gray market i: 
steel before CMP was put into effect and since then it has simmere«t 
down very sharply, and therefore I should like, and there has been 
considerable testimony about the policy of the steel companies | 
policing this, I am sure it was your inten tion to police it and I thin 
it would be in your interest to submit specifically what you did try 
to do to police it because it was not very effectively policed. 


hh 
] 
I 


‘ 


Mr. Honryeuts I will leave these cases here. I do not believe 
there was a raging gray market in 1948 and 1947 and I do not think it 
has simmered down since, and I think it is more. 

Senator Moopy. I did not Say ce about 1947 and 1948, | 


invite vou to read the testimony of the committee held in Chicago. 

Will you proceed, please. 

Mr. Honrycurr. Here is what we sent out. back there after the war. 
to all of our district managers, and we saw to it that our fellows wei 
on the job, 530 salesmen in this country, and IT would like to vead 
that and I will leave it with you. Itis short: 

Inasmuch as the possibility exists that our customers may either unwittingly 
or intentionally dispose of steel they purchase from us directly or indirectly 
vray market channels, you are requested to have your sales personnel inform 
every customer of our policy to discontinue supplying steel where we have proof 
of any diversion into gray-market channels and to ask them to advise us of any 


surplus stock they may have of steel of our manufacture so that we may have 
an opportunity to suggest to whom they may sell such surplus Insofar as 
possible you should assure yourself that none of Gur products are being diverted 


into improper channels and to that end your sales personnel must make frequent 


checks with customers, 

(nd we watched that thing, IT will tell vou we did, and we did not 
find much of it. We found a little bit here and there and we cut 
them off. 

I will get back to this statement, if I may, sir. 

Back in September of 1947 Mr. Grace testified before the Steel 
Subcommittee of the United States Senate: 

Bethlehem has not sold a single pound of steel in the so-called black market 
or gray market . Every ton of our steel, sold both here or in foreign 
markets, has been sold at the regular seale of price Where in a few instances 
we have discovered a buyer reselling at advanced prices, we have discontinued 
service to him 

Supplementing what Mr. Grace said, we discontinued serving cus- 
tomers when we found that they had diverted knowingly steel of « 
manufacture into improper channels, even though they did not rese oll 
at advanced prices. 
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I cut off one of my oldest friends. I cut him off because he let a 
fellow, a trucking company over there in Brooklyn, have a hundred 
thousand pounds ‘of cold- rolled sheets, ves he did, and he sold them at 
whatever that warehouse price was to this fellow. The fellow claimed 
he had sickness and relatives in ene and he had to have some steel 
to help pay hospital bills, etc., re then we found our steel with the 
markings on it wound up in Utica, N. Y., at 18 and 20 cents a pound, 
and we cut him off and he did not ae any more 

Senator Moopy. I think that is a perfect policy, Mr. Honeycutt. A 
number of people have testified, and they were typical cases. They 
were refused normal shipments by the steel mills, by their primary 
suppliers. They were told—and this particularly is still a problem 
for your informati ion—they are being told that the atting capacity 
and other capacities to turn out steel are full for the first quarter of 
1952, they e er fill the requirements. 

One small-business man, for example, in Michigan, was given the 
vo-ahead from the National Production Administration to produce 
98 percent of his normal production. He was able to get delivery of 
teel of only 12 to 14 percent. He had the alternative of going out of 

nd laying 300 or 400 people off, or going out in the grav 
market That particular steel went from one of the leading steel 
companies—and this was not an individual case. We only put 1 daisy 
chain on the st ind, but we had at least 10 if we had the time, to put 
on the stand, vent through one company in southern Ohio, a second 
company in auiie ern Ohio, a broker in Pittsburgh, who had orders 
ver saw the steel, two saiaiaia in Illinois, that went over to 
ind, Ill.. more than double the price, the steel was fins lly sold 
o this Michigan manufacturer, and to that price, which was more 
ouble the mill price, there was added freight from La Crosse, 





} 
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Mur investigation showed that the steel never left Steubenville 
) es) ta | M 2 ere hrough six differ 
Ohio, until it was shipped to Michigan, and it went through six differ 
ent hands, each one taking : fat profit and f1 Neht was added for the 


Stet from La ( "rOSsse, Wi 16... and the steel never went to La Crosse Al a 
hev added the Fe leral tax on the freight. 


‘ 


Phat is the sort of thing I think vou people would like to prevent. 
It was going on, for your information, much more extensively before 
the ( MP Was pul into effect. than since. | thir k if vou and ] were 

vo and read the testimony before this committee you might change 

on on CMP. 

Mr. Honrycurr. I could not change it on my experience, I could not. 

Senator Moopy. I am perfect A villing to grant you know the steel 
{ ness, and I do not. 

Mr. Honrycurr. I could not change it on the experience I have had 
with my company. 

Senator Mi opy. I see: but we have had about 50 witnesses before 
his committee, and on that point those who were questioned all seem 
10 agree. 
Mr. Hoxeycvtr. I bow to that, but I could not change my opinion 
ecause mine is on experience I have had, and nobody else has to tell 
me, Vou se . sir? ; 

ator Mo. wy. But you are not de: ling in the gray market—— 
Mr. i sEYcttrr. No. sir. Tama fellow who is known by many as 


bbers’ friend in icses: A lot of them were little fellows 
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I helped start in business many years ago and lots of them have grown 
up to be wonderful customers. 

Senator Moopy. I am sure any jobber would like to know you we |] 
under the circumstances. 

Mr. Honreycurr. They do, and I tell all these fellows, “You have got 
to be careful the same as we are, and you have got to know where your 
steel goes, or you are going to get into trouble”: ves, sir. And for the 
most of them I want to say that the jobbers in this countr y are highly 
respectable businessmen. Of course, there are rotten apples in all b: 
rels, but for the great majority of them they are fine people to a 
business with. 

Senator Moopy. For ~ — part that is certainly true. 

Mr. Honeycurr. Yes, s 

May I go on? 

Senator Moopy. Yes, Sil 

Mr. Honrycurr. We have always investigated and still investigate 
every rumor and report of gray-market operations that comes to our 
attention. QOur district sales offices all over the country are under 
instruction to make continual checks with our customers to determine 
whether the steel purchased from us is actually being used for the 
purposes intended, 

Before the inauguration of the controlled materials plan, whenever 
we learned that any of our products were apt to nom surplus in 


the hands of any of our customers, we cont: uted that customer and 
helped him dispose of the material to legitimate users has e require. 
ments cou ld hot otherwise be taken care of and we urged s ch cus 
tomer to charge only reasonable prices. I am glad to tell this com- 


mittee that in those efforts we had the wholehearted cooperation of 
our customers. 

Five years ago the Department of Justice asked us to report to the 
Federal Bureau of Investigation any information we may receive in 
regard to steel gray -market transactions and we willingly complied. 
To this «a: Ly the loe ‘al FBI agent in the Bethlehem area gets a full and 
complete report of all the information that comes to our attention. 
We do not know what the FBI does with the reports but we have 
never been told to discontinue sending them. 

Since the controlled materials plan went into effect we can, in most 
instances, merely investigate and report such transactions to the FBI 
and tothe National Production Authority, which we do. 

Quite recently our efforts to discourage gray-market operations 
and our cooperation with the Government involved us in the trouble 
and expense of a law suit. Several of our customers complained to us 
that offers of steel at advanced prices were being made by one of our 
jobber customers. We made an investigation and refused to accept 
further orders from that jobber. However, at about this same time 
NPA Order M-6 became effective. Under this order steel producers 
are required to honor orders from jobbers based on their base period 
purchases from the steel producers. 

In accordance with our policy which I have just outlined we, of 
course, did not want to supply further steel to this customer. Accord- 
ingly we submitted all the information we had to the Legal Division 
and the Iron and Steel Division of NPA and were orally instructed 


then and at several times thereafter not to honor the jobber’s orders. 
We complied. 
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Senator Moopy, What wasthe name of that jobber / 

Mr. Honeyeurr. Acorn Supply Co., in Philadelphia, Pa. 

The next thing we found our company the defendant in an action 
for injunction and damages brought in the Federal district court. ne 
prevailed in the action and then were confronted with an appeal te 
the Cireuit Court of Appeals. Meanwhile, the jobber had his com- 
plaint brought to the attention of the NPA Administrator who ap 
pointed a special investigating board before whom we were directed 
to appear. Several months later we were required by the NPA Ad- 
niinistrator to furnish to this jobber all the steel which he would have 
received under order M—6 from the time when we were instructed by 
NPA officials not to accept his orders. Ile got all luis steel retroactive 

nd he should not have had it. 

Llowever, despite this discouragement, we have continued to elve 
wholehearted support to all efforts to stop oray market operations in 
steel. As a matter of interest, several] months ago we learned of the 

iversion into the gray market ofa substantial tohnage of cold-rolled 
sheets which we supphed to a Texas manufacturer pursuant to a 
mill tary DO-21 rated order. We reported this diversion to the Di- 
rector of Compliance of the National Production Authority, as well 
aus to the FBI. as soon as it came to our attention. The NPA Com- 


pliance Section 1s Investig: iting this transaction at the present time. 

Th lal fellow wave us an order back in June for 600 tons of cold- 
rolled sheets. He is down in me Tex., Roberts Manufacturing 
(‘o. One of our salesmen in St. Louis found that a fellow had bought 


Bethlehem-marked cold rolled sheets 

Senator Moopy. How much? 

Mr. Honeycurr. I do not know how much he paid, but it was ap- 
parently shipped from Cleburne up there. Now | have ho evidence 
on Roberts Manufacturing Co., except what T have right here, which 
is from NPA investigators, and I will leave that with you, but ae- 
cording to the NPA, and I guess I should say it is alleged that this 
fellow has diverted every bit of that 600 tons of cold rolled sheets that 
he bought for military requirements, so he said, and had the right 
symbols for it, all but one or two carloads—that is what the NPA 
investigator says. We should never have ship oe him any sheets in 
the first place, ‘but since he had a military 1 * » had to ship them. 

Senator Moopy. That was the use of DO for wlan steel in the 
black market. For your information in Detroit, it was testified, and 
I intended to ask you about this in a few minutes, but we may as well 
ask about it now, that is Bethlehem Steel which you people sold for 
$5.95 a hundredweight to Production Steel, Inc.. of Detroit, they 
sold it to Livernois Tank Co., after having processed it. That did 
not seem to be an unreasonable spread there. 

This steel was sold presumably for making tanks. The Livernois 
Tank Co. turned ae, and sold it in C hicago for S14 a hundred- 
weight, and they sold it to a gray-market concern in ¢ home, called 
the Howard Steel Co., whic h is an office with a lot of telephones that 
does not accept the steel, and that went on through two or three other 
places and ended up imto Ball and Cord in Chicago, so you see de- 
spite the best efforts it is hard to follow steel that woes out ot your 
company and other companies. 

Mr. Honeyceurr. Yes, sir. I will say that I read about that in the 
paper; about your meeting out there, and Production Coil Steel Co. 
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is one of our most estimable customers. They are very respectable, 
as any as we have on our books, and I am sure they had no part in 
this thing. I mean Iam sure of that. 

Senator Moopy. That was my impression. 

Mr. Honrycurr. Yes, sir. 

You can bet on those fellows, but they sell it to some fellow, and 
that is where the trouble comes. It leaves the mills and may g 
a respectable fellow, and he sells it to somebody else, and away it goes. 
It is hard to keep up with. 

Senator Moopy. I would like to point out to you that these things 
were happening before the CMP went into effect, and the witnesses 
in Detroit, several of them testified that steel which had been selling 
for exorbitant prices a few months before CMP is now in plentiful 
supply, and one rather disconsolate gray marketeer got on the stand 
and told us how much money he was going to lose because the CMP 
was put into effect and the pr ice had gone down. 

Mr. Honryceurr. When it gets easier in any product, then you can- 
not have a black market or gray market. It is only when everybody 
cannot get everything they want when you have gray markets or 
black markets in anything. 

Senator Moopy. But I understood your testimony to be a little 
earlier that the CMP had increased the gray market, which is dia- 
metrically opposed to the other testimony before the committee. I am 
curious about that. 

Mr. Honrycurr. I said in my experience that more tons, I think, 
have gone into gray market from what I know about it since CMP 
than before. 

Senator Moopy. We are glad to have your opinion. 

Mr. Honrycurtr. I know “whi at I am talking about. 

Senator Moopy. Of course, 50,000 customers could be wrong. 

Mr. Honrycurr. But not one fellow who sees what has gone on. I 
say what I definitely know about, what has come to my attention, what 
I definitely know about, more tons have gone into gray market 
since CMP than before. Iam not knocking CMP. You asked me a 
question. 

Senator Moony. T thought you were. 

Mr. Honrycurr. | am not. sin 

Senator Moopy. Do you not want it repealed ¢ 

Mr. Honeycurr. If the Government of the United States wants 
CMP or controls like that, then Iam cooperating with it. My opinion 
is that it should not be, but Tam not knocking it. 

Senator Moopy. I think we can let the record stand right there. 

Mr. Honeycurr. O. K. 

Llowever, despite this discouragement, we have continued to vive 
wholehearted support to all efforts to stop gray -market operations in 
steel. As a matter of interest, several months ago we learned of the 
diversion into the gray market of a substantial tonnage of cold-rolled 
sheets which we supplied to a Texas manufacturer pursuant to a mili 
tary DO-21 rated order. We re ported this diversion to the Director 
of ¢ ‘ompliance of the National Production Authori itv. as well as to the 
FBI, as soon as it came to our attention. The NPA ( ‘ompliance Sec 
tion is investigating this transaction at the present time. 

I have this Robertson case here. You can read about it from what 
NPA investigators have told us, and I do not know this company, and 
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nobody in our compan) knows him. We just had to ship him 600 
tons of cold-rolled sheets way down to Cleburne, Tex., because the 
Government said so; and, according to the NPA, every bit of it but 
one or two carloads he has dive) ted into gray market. 

Senator Moopy. We would be glad to have that information. If 
you could furnish us with any other information you have about 
{ ther material that may be voll oO tothe gray market, we would be very 
elad to have it. ; 

Mr. Honreyeurr. I will leave these with you, the ones I picked up. 

Senator Moopy. Mr. Noone, from the committee, will be around to 
’ bout the other information. 

Mr. Honeycurr. Is he coming to Bethlehem to see me 

Senator Moopy. Not if you can give it to him na se 

Ir. Honrycurr. 1 am going to give you everything I have got. 

Senator Moopy. That is fine. 

Mr. Honeycurr. Yes, sir. 

(See appendix I, p. 62 for data submitted by Mr. Honeycutt.) 

Mr. Honrycurr. Ever since there has been a steel gray market 
there have been rumors and reports of extensive operations in this 
field, involving substantial tonnages of steel products. We have been 

\ i@ilant as we know how to be but have never been able to confirm 
such eponte, 

I mean substantial, Mr. Senator. Sure, it is here, there, and crops 
up. I cas will not behave, you know. 

So far as we can learn, only a very negligible quantity of steel ever 
got into the ae market. We think that we know our customers’ 


ee Vou a 


requirements, and when we had complete control over the distribu- 
tion of our products we made every effort to limit a customer’s pur- 
chases to his reasonable requiremy nts. Under today’s conditions we 
do not: have that control. We do know that some pe yple have NP A 
allotments for more : steel than they ever pur hs ge before, but whether 
any of this steel will become surplus and find its way into the gray 
market we have no way of telling. I do not mean those who are 
making military things. I want to emphasize that we will continue 
to do eve rythin g¢ within our power to assure that steel of our manu- 
facture remains in the proper channels of distribution. 

Senator Moopy. Thank you very much. 

Senator Duff ? 

Senator Durr. Yes, sir. I would like to ask a question or two. 

It is my _ rstanding from your position that one of the “monkey 
wrenches” in the whole situation is caused by NPA making require- 
ments on you for steel that they do not need or they do not avail them- 
selves of it —— the} veriod that they asked for it: is that right? 

Mr. Honeycutt. I think there are cases of that that we have to ship 
people that wt 1 not be getting as much steel as we are now shipping 
to them. 

Senator Durr. And, as a result of their making requirements they 
do not use, you create an artificial scarcity to that extent; is that right? 

Mr. Honryccrtr. To some extent that creates more pressure for de- 
mands. Yes, sir: a is right. 

Senator Durr. And you feel that, if the situation were allowed to re- 
solve itself on the basis of supply and demand, this artificial scarcity 
would not exist and you would be able to meet the demand without 
regulation; is that about the summation of your position ? 
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Mr. Honeycurr. I think steel would be more justly and intelligently 
distributed. Yes, sir; 1 do. I have to tell you the truth, what I think. 

Senator Durr. In other words, your over-all feeling then of your 
own experience is that you could do a better job of meeting the situa- 
tion uncontrolled than you can by the Government interfering with it? 

Mr. Honeycevt. I think there is too much control to make sure 
that so little gets to defense, sir, and if some fifty-odd thousand people 
who buy steel from mills, and I think the people who run mills and 
sales departments, know more fairly what they should have than you 
can figure out without as close a knowledge as we have. 

I think that is right. 

Now, in the war, when as I said 57 re of it was going direct 
military and for Government purchases, such as lend-lease, you had 

» have pretty rigid controls, and I was one of those who pre pared 
and operated the CMP plan in the war. I was down here im Wash- 
‘tents as a Government employee. 

Senator Durr. In other words, your productive capacity is roughly 
30 percent greater than it was in W orld War IT when the demand was 
infinitely greater than it is today; is that right ? 

Mr. Honrycur. I cannot quite say it that way, Mr. Senator, be- 
cause SO many things had been sto} pped. The y were not allowed to 
he made of steel, by the time we got into C MP. You see, there were 
no automobiles, refrigerators. or washing machines. As a matter of 
fact, we had stopped—the Government had stopped—anything being 
made out of steel that was not considered absolutely essential to the 
military, to the welfare of the people; and the industries that con- 
tribute so much to both—transportation, agriculture, petroleum, 
mining. and the preservation of food—were restricted to the point 
\\ here ean ed be ans Hho longer could be canned. They had to go back 
to pots. and all cans that did not have to have the absolute essential 
foods for the one and for the people’s welfare were eliminated. 
Ninety two can conipahies went out of business who did not make the 
kind of cans that were considered absolutely essential. Today the 
circumstances are entirely different. We could do that. There were 
1Sclaimant agencies at that time. and about half of them were Govern 
ment agencies, 

Senator Durr. What prompted me to ask you these questions is the 
statement that you quoted from Mr. Grace to the effect that you ex 

ected to be looking for customers for your product in 1952 

Mr. Honrycurr. Yes, sir. I am looking for steel- piling customers 
this morning, and that is the beginning. It is a very important item 
to construction. 

Senator Durr. Does that lead you to the over-all conclusion that 
without these regulations, in view of the limited demand, as compared 
with World War IT demands, the industry could make a better job 
of it than the Government can? 

Mr. Honeycurr. I firmly believe that, sir, making certain that what 
we need for military comes first. 

Senator Durr. What were the figures that you gave? I would just 
like them for my own information, as to the amount of your produc 
tion that the Government is now requiring of you for military pur- 
poses, Is it 8 percent ¢ 
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Mr. Hon ycutr. 7.8 percent, as our order book for January reveals, 
which was open for quite some time, and that is our total percentage 
of military orders. 

Senator Durr. And do you have an offhand opinion or knowledge 
of the percentage of production that the Government required for 
military purpos es dur ne the top of World War I] ¢ 

Mr. Honryeurr. Yes, sir. As close as anybody could estimate, it 
was somewhere between 42 and 45 percent. That included all ship- 
building; and let me say this: That in 1945, and the early part of 
1944, 1 ton out of every 5 tons—20 percent—went into shipbuilding; 
of all the steel products, 1 ton out of e very > went into shipbuil ling. 
That was the year that we delivered 19, 20,000 dead-weight tons of 

igo shipping, to say nothing of naval combat ships and landing 
craft. 

Senator Moopy. Mr. Honeycutt, after you and Mr. Austin have 
testified—and we do thank you for coming here today—Mr. Fleisch 
nann is going to be here, and we will get the views of Mr. Fleischmann 
as to how and as to whi the present system is necessary, and we 
would like to have you hear that. You have probably heard it before, 
but we would lke to have you hear that, because we may waht to 
ask you a question or two when he finishes. 





It is your position 

Mr. Honrycurr. May I say something, sir? 

Senator Moopy. Yes. 

Mr. Honrycurr. I was hoping when you were through with me 
that I could get the train and go back to Bethlehem, as much as I 
would like to hear Mr. Fleischmann speak, because he is a nice-talking 
nial. 

Senator Moopy. Well, all right. I will certainly not hold you if 
it 1s mconve nie nt. 

Mr. Honryceutr. Thank you very much, s 

Senator irda But I will ask you a few ied : mivself about 

[s it ul Peer ion this searcity is artificial? Is that right, or there 
S no Ap ity ¢ 

Mr. Ten ctr. I said in my statement that the supply is quite 
tight for the first quarter on structural shapes and sheared plates and 
carbon Das, and if 1S. but I think that so much of it is being made 
that it is not as scarce as some people who are not connected with 


he steel mdadustry seem to think. 
Senator Moopy. Then you came to th nelusion that the steel 


e (¢) 


industry should know more about its own capacity, and its own ca 
pacity as it relates to the prospective demand, than anyone else. Is 
that your position 4 

Mr. Honeyceurr. Mr. Senator, I was hére during the war—mavbhe 


| should hot Say this but ] Came hn contact w ith many learned mie. 


They were econoniists and lawvers and philosophers and sociologists 


Al | they t tlhked and wrote about the stee] business, Opposed to that. 
I would say that I have seen many bright young men come from our 


echnical universities, and others, go into the steel business: and it 


takes the | ris htest 15 or 2O or 25 vears to learn a little bit about it. I 
know sinart men who have been in the business more than 50 years and 
thev ado not pretend to know all about it. | have been in it for over 
7 vears, and I know very little. Therefore, anvbody who has not 
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been connected with the steel business for a number of years can only 
speak, in my judgment, superficially of it. 

Senator Moopy. In which of these categories would you place Mr. 
Gano Dunn / 

Mr. Honrycurr. Now, I do not want to criticize anybody. As far 
as I know he Was never connected with the steel industry. 

Senator Moopy. What was the position of the industry at the be- 
ginning of the Second World War as to its adequacy of supply 4 Did 
the Indus Stlry feel that it needed to expand or did the industry take the 
position that there was plenty of capacity / 

Mr. Honeyrcurr. In the very beginning, not knowing what the total 
war would require, there was the feeling amongst a lot of people in 
the steel industry that there was enough. ‘They changed their opi Hon 
and the ‘Vv dide xpand to the extent of more than 1 10,000,000 tons during 
the war. 

Senator Moopy. That is correct. 

What was the capacity of the industry at the time that they said 
it was adequate / 

Mr. Honeycurr. It was about 1941. My guess is that it was about 
8” million tons of ingots. 

Senator Moopy. What is it now ? 

Mr. Honerycevurr. It is now—we will make this vear about 105 or 
106 million tons of ingots, and in the first quarter the supply will be 
approximately 115 million tons of ingots annually, 

Senator Moopy. So that since 1941 there has been an expansion of 
roughly 23 million tons, and there is going to be another eXpansio} 
of 10 million tons in the immediate future / 

Mr. Honrycurr. Since 1941, yes, sir, it has gone from, as I recollect 
from 82 million to the beginning of this vear, 112 million, and that is 
30 millions tons: is it not 4 

Senator Moopy. Yes, sir. 

So that the industry has responded to suggestions that it expand, 
and also to its own analysis since that time, to the extent of perhaps 
a 50- or oe-percent expansion: is that correct / 

Mr. Honeyeurr. All of that, and I think this is an interesting 
figure. At the end of World War Il. the steel] industry had invested 
approximately $5) bilhon total. Since the end of World War Ll, 
What has been spent by the steel industry, and the amount of money 
now committed to continue to build up to 120 million tons of steel 
ingots, is more than the 85 billion that was invested at the end of 
the war. I think it is a very creditable expansion. 

Senator Moopy. I think it is a very creditable expansion, too, Mr. 
Honeycutt. But. in analyzing whether or not the judgment of the 
industry should be taken in a situation like this, do you not feel it 
is pe rtinent to determine whether in the last period of emergency 
vou do feel this is an emergency now, do you? 

Mr. Honeycurr. Yes, sir. 

Senator Moopy. Well, I think it is pertine lit 

Mr. Honeycutt. To a degree the re is an emergency, of course. 

Senator Moopy. Do you not feel that the Government, which after 
all does have over-all responsibility for the situation, has to take 
into consideration in judging the judgment, you wee say, and the 
testimony of the industry, the fact that the last time t appeared to 
underestimate the situation ¢ 
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Mr. Honeycurr. In the beginning, I think the situation was under- 
estimated, but it was not long before that estimation was changed, 
and the weeny was wholeheartedly—the steel industry, with four 
or five of us: Dave Austin, J. L. Block, C. H. Longfield, and Norman 
Foy: we “ia the entire steel industry—in accord with complete con- 
trols long before CMP was inaugurated in the second quarter of 1943. 
We tried to get a steel-quota plan started in the middle of 1942. We 
were unsuccessful at that moment, but we were thoroughly in accord 
that complete controls of steel distribution had to be. 

Senator Moopy. Yes. I remember well that Mr. Baruch and other 
statesmen were urging that the CMP should be a fact. 

Mr. Honeycurr. Yes, sir. CMP was an outgrowth of a proposi- 
tion called the steel-quota plan, which was submitted to Mr. Donald 
Nelson, I think, on July 11, 1942. 

Senator Moopy. At the time when the underestimation was made 
in 1941, you would have said—would you not—substantially as you 
have this morning: that after all it is a complicated business, and 
that steelmen should know more about it than anyone else, and, there- 
fore, the country should have taken their judgment ? 

Mr. Honrycutr. Yes, sir. 

Their judgment, after we got into that war, was good. They 
realized they had to have more expansion, and when we started after 
Pearl Harbor, in particular, nobody knew then to what extent the 
war would develop, but the industry went about it wholeheartedly 
to increase tremendously the steel production. 

Senator Moony. Of course, I believe the steel industry did con- 
tribute a great deal of know-how, like your own, and men that came 
down here and did help to carry forth the expansion. 

Mr. Honrycutr. Yes, sir. We have good steel men over here in 
NPA now working for Mr. Fleischmann who are doing their level 
best to try to operate the plan that is now in effect. 

Senator Moony. How do they feel about the plan? 

Mr. Honrycurr. Well, sir, I do not know just how all of them feel, 
but some of them feel it is quite confused. 

Senator Moony. You see, Mr. Honeycutt, the reason I am asking 
vou these questions is this. I come from a State that has a serious 
unemployment problem right now because of the orders for cutting 
hack steel, and of course, copper. I would not begin to contend that 
there should be a cut-back that was not absolutely vital to the national 
defense and on the economy, and the reason we are having this hearing 
this morning is to get the facts on both sides of this question. T do 
not want my questions that I have just asked to indicate I have made 
my mind up about it. But I think it is only fair to you to say that 
that was the reason I asked you to remain until after Mr. Fleisch- 
mann testified because I preferred to question you then, that it would 
be perhaps bad judgment on the part of Congress merely to say that 
these gentlemen know all about it, because it is their business and 
therefore we should rubber stamp what they think, because the last 
time the general opinion of the industry, as you remember, was in 
error on this ver Vv point of the adequi cy of capac ity. 

Mr. Honrycvrr. I am not saying that in the beginning of the 
vear there was not a necessity for curtailing certain users of steel. 
The curtailment might have taken effect due to other governmental 
limitations, such as installment-plan buying, and so forth. It might 
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have. I think that naturally the lack of component materials, such 
as copper and perhaps aluminum would curtail the use of steel and is 
curtailing the use of steel in many directions because there are many 
things, if you can’t get enough copper, any amount of steel would not 
be of any use to you. 

Senator Moopy. Copper may be the limiting factor in a number of 
items where steel is now thought to be a limiting factor. 

Mr. Honrycurr. I believe that is true. 

Senator Moony. Is it your position that as far as steel is concerned, 
if the CMP were taken off that there would be no need for the cut- 
backs in the civilian articles that you have mentioned this morning ? 

Mr. Honrycurr. I believe we are at the point where there would 
not be any need for limitations on steel. As to copper, I do not know 
about copper, but it appears that there is definitely requirement for 
restrictions on the use of copper. 

Senator Moopy. Do you know any reason why Mr. Fleischmann or 
anybody else in the Government—Mr. Wilson—you do not consider 
them socialists, do you / 

Mr. Honeyceurr. No, sir. [I have known Charley Wilson since he 
was superintendent of the Bridgeport plant. I knew Manly Fleisch- 
mann in the last war, and they are high-type gentlemen. 

Senator Moony. I certainly agree. 

Do you know of any reason why either Mr. Wilson or Mr. Fleisch- 
mann should want to impose controls on the steel industry if they 
did not honestly believe that those controls were necessary in the 
national interest ¢ 

Mr. Honeycurr. I am quite sure they honestly believe it is. 

Senator Moopy. Therefore, I am not going to urge you to do it if 
you would rather not—but do you not feel it might be worth your 
while to hear what Mr. Fleischmann has to say and perhaps comment 
on it when he has finished ¢ 

Mr. Honeyeurr. 1 do not want to get into any argument with Mr. 
Fleischmann. He knows how I feel. 

Senator Moopy. Argument sometimes clears the air. 

Mr. Hoxrycurr. I will argue with him privately. 

Senator Moopy. Not necessarily. 1 think that sometimes it is a 
good thing to get these things out on the table and take a look at 
them. Because here is a situation where the Government says that 
in order to prepare ourselves to defend ourselves and prevent a war, 
that it has to do certain things in controlling and restricting the free 
operation of the economy. Now if that is not necessary none of us 
wants it to be. 

Mr. Hoxryeurr. I will tell vou what I think, but T still say T do 
not want to get into any argument with Mr. Fleischmann publicly or 
anybody else. I do not want to argue publicly. 

Senator Moopy. Well, what do you think ¢ 

Mr. Honryeurr. You are the boss. 1 will stay here if you say so. 

Senator Moopy. I do not want to tell you to stay. I just aimed like 
to have the benefit of your views after T have heard them tes tify. but 
it is up to you. 

Mr. Honeyeurr. Suppose T may not express any views. Will that 
be all mght with you? 

Senator Moopy. Tam not going to urge vou to stay. 
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Are you turning down orders now or were you just before CMP 
went into effect turning down orders from your regular customers or 
curtailing them sharply ¢ 

Mr. Honreycurr. We were turning down some of the requests, that 
is, some parts. We were not turning down any of our recular cus- 
tomers and we have not been one to stick to historic pattern of cus- 
tomers. In 1947 and 1948 we took on customers that we never had 
before. We think that is, I will say, intelligent selfishness. We have 
to look a long way ahead. 

Senator Moopy. To get new customers / 

Mr. Honeyreurr. You bet your life. I like to start these fellows. 
These little fellows grow up. A fellow I started who had to pay cash 
on the barrel head and many others, one * them now is distributing 
over a hundred thousand tons of steel a year. They are all right, these 
little fellows. They grow up. 

Senator Moopy. Senator Duff? 

Senator Durr. I just want to go on the record as saying this: I 
think that the public and the Government and everybody else is 
entitled to know whether or not the demands of 7.8, as compared with 
five times those demands in World War II, create a different situa- 
tion—whether as a result of controls there is interference with maxi- 
mum production. And I think if it can be shown that the Govern- 
ment needs what it has now, why surely in a crisis it ought to get it, 
but, on the other hand, I think it is very necessary for the purposes of 
the economy that if the demands are only going to be 7.8 percent, 
when in World War II they were five times that much, why, then, a 
wie elt decaiiaas is raised as to whether or not an interference is not 
taking place by regulation with that disparity of figures. I have got 
to go now, but I want to come back while Mr. Fleischmann testifies 
because I am interested in what that problem is. 

Senator Moopy. Just before you go, Senator, I am sure you know 
that the very reason we are having this hearing this morning is to find 
out the point you just made. 

Senator Durr. Sure. | think it is exceedingly important for the 
position of the economy at large because I am in favor of controlling 
the economy if that control is necessary to get what we have to meet, 
but, on the other hand, I think it is a mistake to do it if it interferes 
with the forces that would be better met by not doing it. 

Senator Moopy. Mavbe we will have a bipartisan domestic policy 
on that one. 

Mr. Honeycevurr. Is that all, sir? 

Senator Moopy. Mr. Stults. 

Mr. Sruurs. Mr. Honeycutt, one question that does come to mind: 
Several times throughout your statement you mentioned that real 
demand Is not re prese nted | Van order placed for sheet steel in J: al- 
uary when it cannot be nae until April, and that sort of thing. 

Mr. Honrycurr. Yes, s 

Mr. Stuuts. I assume that that is the sort of situation that NPA 
should take care of. I am also surprised by this metamorphosis that 
takes place when a man comes down from the steel industry, and he 

here 2 days and he suddenly becomes no longer a steel man, but a 
Government man. 

Ir. Honeycutt. I did. 
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Mr. Sruurs. You mentioned Norman Foy, or I think that name. 
There is a man named Norman Foy right now in the Steel Division 
of NPA? 

Mr. Honeycurr. There was, but he has gone home. 

Mr. Sruuts. There are Mr. Carson and several others whose names 
come to mind, all of whom came here, I think, from Pittsburgh, 
Bethlehem, or one place or another. 

Mr. Honrycurr. Yes, sir. 

Mr. Struurs. How can you account for the fact that those are men 
who have had the 20 or 30 years experience in the steel business 
but when they get here they do not do anything right in the industry’s 
eyes { 

Mr. Honey 3 y ig I did not sav they clo not do anything rieht, sil. 

Mr. Sruutrs. Well, the statement here mentions that you do not 
call this “real demand” and the timing is off. 

Mr. Honeycurr. The difficulty with that, as I see it, is that people 
are unlimited. ‘There is no penalty against asking for things, and 
they ask for more. They have a bill of material they start with. I 
know what I would do if I was an appheant. 

Senator Moopy. You would ¢ 

Mr. Honrycurr. I say | know what I would do. I would try to play 
safe. IT would in my bill of material, if 1 had something to make— 
1 would not skimp that too much. I would try to make sure that I 

got enough you know, but—— 

Senator Moopy. You would give them an honest count. would you 


not 4 
Mr, Honrycurr. Honest? ‘To look after Honeycutt in that in 
stance. 


Senator Moopy. I think that is precisely the philosophy that has 
been the trouble in this situation. We ought to have fewer people 
looking after Honeycutt and more people looking after the national 
interest, SIL. 

Mr. Honeryeurr. I am for that, sir. It is sort of like a fellow put 
it, When you have all these people ‘ihn for any amount they want 
to ask for, why some will ask for maybe a lot more than they should, 
As one of my friends put it. it is just like this: If all the children had 
a right and were ee to ask Santa Claus for all the e andy that 
dua wanted for Christmas, why I am quite sure that Santa Claus 
would not be an to supply all that amount of candy. He would be 
sw: amped and the discrepancy between what all the children would 
ask for in the amount of ¢ andy would be somewhat relative to what 
the discrepancy between the total request and the amount that can be 
made. 

Mr. Sruurs. One more point to follow through on that same line: 
If the children were restricted to-a historical business and eut 50 
percent, and they still could not get it, then there must be a shortage of 
candy. 

Mr. Honrycurr. Well, maybe not. 

Mr. Sruvts. Is it not true 

Mr. Honryeurr. They might ask for two or three times 
as they need. 

Mr. Sruurs. I know, but Mr. Fleischmann in NPA will sav vou 
can ask for what you want, but he will give you tickets for only 


as much 


edi? 


HSH ve o 
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percent of what you used during the historical base period. It seems 
to me that represents some sort of a real demand. They have used 
that much. They are cut one-half, are they not, and they still can- 
not fill all the tickets. 

Now have you steel sitting in your backyard up in Bethlehem that 
you cannot get rid of ? 

Mr. Honrycurr. No. 

But we do not know how much steel has gone into inventory in 
the last 6 months, as compared to the amount of steel that was in 
inventory a year ago. That is one thing we do not know about. 

Senator Moopy. Mr. Honeycutt, do you have any evidence at all, 
any specific case—which we would like to get—that there is a large 
amount of steel in inventory? We would like to have that in Detroit 
and Flint, to make some more automobiles. If you can tell us where 
it is, let us have it. 

Mr. Honrycurr. I cannot tell you that, sir, but there are authorita- 
tive indexes [ believe that have stated that there is a lot more steel in 
inventory today than there was the first of the year. 

Senator Moopy. But you cannot tell us where it is. 

Mr. Honeycurr. I do not know just where it is. Inventory is a 
hard thing to catch up with. 

Senator Moopy. You submit a very impressive array of st: ea 
here. IT might say they are the same as industry wcbomitted 1941 
when it contended that there was no need for expansion, but ti facts 
have been, Mr. Honeyeutt, that artificial or otherwise, there has been 
such a demand for steel that there has had to be periods that it 
would be necessary to make severe cut-backs in civilian production, 
ind even so, there has been a ready gray market. Now as I-am sure 
you know, if there were not a very he: avy demand for this steel, prices 
would not have oy bid up so that they are four times the mill price. 

Mr. Honey mr. As I say a lot of people could be getting more 
than they aoe 

Senator Moopy. If you have any steel you want to sell, I think I 
can get vou all the buyers vou need in the State of Michigan. 

Mr. Honryeurr. I will sell you some piling this morning, take 
your order. 

Senator Moopy. Is there any way of converting vour equipment 
for piling to any other type of steel? 

Mr Honrycurr. It can be converted to more structural shapes, 
ves, SIP. 

Senator Moopy. Are not structural shapes one of the things that 
are in the most serious deficit? I mean we would like to have some 
more schools. What we need is more structural steel, 

Mr. Honeycurr. It is greatly in demand at the moment. TI think 
it is going to be, as I said in my statement, I think in the second quar- 
ter 1952. we would not have e nough orders to run our structural shape 
mills at full capacity. 

ate Moopy. So this piling surplus is a temporary one, is it, 
just for a few weeks here / 

Mr. Honryeurr. Well, we can make some structural shapes in the 
place of piling. 

Senator Moopy. I have had some telephone conversations with Mr. 
Fleischmann as a result of talking to the people in my State, and 
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urged him to give all the structural steel he could for the construction 
of schools. Iam sure he is trying todo that. He has not been getting 
to me what I know to be the need ‘for structural steel for schools. Now 
[ cannot bring myself to believe, Mr. Honeycutt, that Mr. Fleischmann 
is arbitrarily stopping that. 

Mr. Honeycurr. I do not think so, and I am not denying that at the 
moment there is a very large demand for structural shapes. 

Senator Moopy. Why do you not convert some of this surplus ca 
pacity you are talking about into the capacity of something that is 
short ? 

Mr. Honerycurr. Well. Mr. Senator. in the event that we do not get 
the orders for piling, which we think is also very important for 
construction purposes. 

Senator Moony. So that vou are not taking the position, then, that 
you are going to have unused capacity. You are going to use it for 
piling if demand develops, or else you will convert it and use it for 
structural, which is obviously very short; is that right / 

Mr. Honryceurr. That will happen: yes. 

Senator Moopy. Can you say you have any surplus capacity? 1 
thought the gist of your testimony was that there was an easy situation 
in this thing, and there was a surplus of steel. Now it deve ‘lops there 
is not any, any surplus of capacity, because you will use it for either 
the purpose it is used for now or else it will be converted to something 
else: is that correct ? 

Mr. Honrycurr. In the case of piling if we do not get enough to 
fill our produc tion directive which was issued to us by the NPA then 
we will ask them to let us make additional structural shapes in the 
first quarter. 

Senator Moopy. Is there any other category of steel where there is 
a surplus of capacity now, or for the first quarter of 1952? 

Mr. Honryeurr. We des il have any in our company. We hear of 
the wire products being very soft, and they are needing ae but 
it does not happen with our company at the moment. 

Senator Moopy. Wire products 4 

Mr. Honrycurr. Yes, sir. It is not true of our company. 

Senator Moopy. You said copper was short awhile ago. Is there 
any experimentation going on for the possible substitution of steel for 
copper in anything 4 

Mr. Honrycutrr. There is a copper-clad steel that is produced in 
the form of strip. We do not make it, and that is a substitution, and 
then there is also this, that we developed, our company did, in the last 
war, a steel specification that could be extruded into shell cartridges. 
do you see? And that is being done at the moment. 

Senator Moony. Is it possible. Mr. Honeycutt, that this surplus in 
Wire capacity can be converted or used in substitution for copper or 
converted for other purposes / 

Mr. Honrycurr. No, sir. In the wire products. there is not much 
that can be substituted for copper. Rural electrification uses a steel 
wire instead of a copper wire, but it is the only one that TI can think 
of at the moment. 

Senator Moony. I see. 

What type of steel, for the record, Is chiefly used in the automobile 
production ? 
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Mr. Honrycurr. Cold-rolled sheets. 

Senator Moopy. Is there any surplus of cold-rolled-sheet capacity ¢ 

Mr. Honrycurr. I am inclined to think we are just about at that 
point, where there is surplus of cold-rolled-sheet capacity. I know 
that the estimated 200,000 tons that was going into, most of it into 
automobiles, in conversion steel, as far as we know, that will end dur- 
ing this quarter, and next quarter there won't be any after that be- 

“use they can get the steel direct from the mills at the regular mill 
price. 

We also find that people who are making cold-rolled sheets quite a 
distance from our mills are soliciting business, which is considerably 
out of what has been their normal geographical markets. 

It looks like it is sper up. 

Senator Moopy. If at any time you find a surplus of cold-rolled 
sheets, I am sure that he State of Michigan would be very, very glad 
to take those over. 

Mr. Honrycurr. Whether they can or not on the limited amount of 
copper is questionable, because they have to have copper to make au- 
tomobiles. 

Senator Moopy. Copper is going to be a problem, there is no doubt 
about that, but at the present time the cut-back has been based on the 
shortage of steel. 

Mr. Honeyceurr. That is where the cut-back was made, but copper 
was cut more in percentage, I believe, than the amount of steel was cut. 

Senator Moopvy. Yes; I know that. 

Mr. Honrycurr. And in many other directions it has been cut 
quite consider: ably. 

Senator Moopy. Mr. Honeycutt, in your company is there any cate- 
vory of steel which is now in surplus other than the wire we just dis- 
cussed ? 

Mr. Honeycurr. With our company at the moment there is not, sir. 

Senator Moopy. Do you know of any of the major suppliers that 
have a major category In surplus? 

Mr. Honrycurr. No, sir: I don’t know. I will say this, that we 
were finishing conversion ingots into products such as cold-rolled 

sheets, some hot-rolled sheets, and some other products that now has 
expired. If anybody wanted to buy the surplus ingots which has 
been estimated to be somewhere at the moment, about a million tons 
for the first quarter, why we could finish more steel on that basis. 

Senator Moopy. That may be a good suggestion. Do you have any- 
thing else you would like to tell the committee ? 

Mr. Honrycurr. No, sit 

Senator Moopy. Thank you very much. 

Mr. Honeyeurr. Thank you, Senator Moody. 

Senator Moopy. Is Mr. David Austin here? 

Mr. Austin. Yes, sir. 

Senator Moopy. Mr. Austin, will vou have a seat, please, and let us 
have your name and business / 
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STATEMENT OF DAVID AUSTIN, EXECUTIVE VICE PRESIDENT, 
UNITED STATES STEEL 


Mr. Austin. My name is David Austin. I live in Pittsburgh, Pa. 
I am executive vice president of United States Steel. 

Senator Moopy, That is quite a job these days, is it not? 

Mr. Austin. It keeps me very busy, sir. 

Senator Moopy. Did you have a prepared statement ¢ 

Mr. Austin. I do not, Senator. 

Senator Moopy. Thank you for coming here today. 

This committee has been trying to check into the situation in the 
gray market in steel. We have also been trying to form a judgment 
on the question of whether or not the decisions of a number of promi- 
nent people in the steel industry that CMP is unnecessary, and the 
shortage today is artificial shortage, whether that is well-founded or 
whether it is not. 

Do you have anything to say yourself on that question or would you 
rather IT would ask someone else ? 

Mr. Austin. I think I would rather have you ask questions, if you 
will. IT will comment at some length when I comment at all. 

Senator Moopy. What is your opinion, Mr. Austin, on whether or 
not the CMP is wise or unwise / 

Mr. Austin. 1 do not know that we in industry are qualified to 
answer that directly. At the time it was initiated I felt there were 
other less restrictive means of accomplishing the same end. It was 
stated to us at the time the CMP was a method which had proven 
effective during World War IT, that there were many people through- 
out industry who had an understanding of the workings of CMP, and 
that if, perchance, we went into world war II] it would be advan- 
tageous if such a program had already been initiated. That was the 
stated reason for the use of CMP. 

For myeelt I feel that other methods less restrictive, less encom- 
passing, would have accomplished the same result. 

Senator Moopy. Have you been familiar, Mr. Austin, with the 
movement of the price of steel and the supply of steel in the gray 
market ? 

Mr. Ausrty. I have a familiarity born of a general knowledge. I 
am conversant with the investigations you yourself have conducted. 
T am conversant with the many rumors that have run rampant through- 
out this country since the end of World War IL. I have specific 
knowledge of specific occasions when we had an opportunity and 
took the opportunity to run down rumors. 

I am also familiar with activities taken by our competitors and 
indirectly some knowledge of cases as they came to attention of 
others. 

Senator Moony. The policy of your company on this matter has 
been what, Mr. Austin ¢ 

Mr. Austin. Well, T stated the policy before your full committee 
here early this year. It is this: that we will not knowingly continue 
to ship to any customer where we feel or find the steel has moved into 
the gray market. We go a step further. We indicate as a term of 
sale that the steel shipped is for the purpose for which we shipped it; 
that if the customer finds he does not need it for that purpose that 
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he will get in touch with us and permit us to buy the steel back from 
him. 

We further state that as a term of sale, that if any steel by fact is 
proven to have moved into the gray or black market, that we have as 
a term of sale the right to Retvelions shipping even on orders we 
have already accepted. We have reported to the FBI each instance 
that has come to our knowledge. Many of the occasions where we 
found evidence turned out to be somewhat fantastic. We had people 
going around the country at one time in the last 2 or 3 years that 
represented they were friends of officials and were emissaries at large. 
We ran those down. 

Senator Moopy. Of your company ¢ 

Mr. Austin. Yes. 

We ran one down. He went around the country. This is within 
the last 3 years. He went around the country. Strangely enough 
he went in and found a secretary who gave him a letter of introduc 
tion because he said he was driving westward and that he and his wife 
were going to motor through our new mill town in Utah. He won- 
dered, so he would not go in cold, if he might not have a letter of 
introduction to the company management in order that he might just 
walk around and see a mill—he had not seen one in many years. The 
secretary thought it was only a courtesy and gave him the letter. That 
letter was exhibited to people on the west coast and others as evidence 
of his great friendship with certain people in the corporation. He 
borrowed some money from place to place. 

We ran that one down. The FBI really ran it down and thev 
caught him finally in a hotel in Boston. He had covered pretty well 
the country. We have had instances of that kind, Senator. We have 
run every one of them down. We have handed them to the FBI. 

Senator Moopy. Well, that, Mr. Austin, was the reason I asked 
the quest ions of Mr. Honeycutt, who preceded you on the stand, about 
the effect of CMP on the oray market, because in the testimony we 
have taken in Chicago, Detroit, and elsewhere, it coincides with what 
you have just mid. Mr. Honeyeutt’s opinion, as 1 understood it, was 
that the gray market had been stimulated by the CMP. Is that vour 
opinion ¢ 

Mr. Austin. That is not my opinion. 

Senator Moopy. That is not my opinion, either. I might say, in 
passing, that we found some rather fantastic cases. We found one 
timid little gentleman who had been making $35,000 a vear for the 
function of receiving — at his house and carrying them over to 
the black-market company and endorsing the checks. 

Mr. Austin. ] read that. 

Senator Moopy. We had ow lady who gave a good real-life 
personification of Judy Holiday in Born Yesterday. She was the 
head of a steel black-market ps ition, but when I asked her what 
she was selling she said, “I think it is steel, because that is the name 
of the company.” She did not even open the letters. She delivered 
them to the black marketeers. 

Mr. Austin. I read that, too. 

Senator Moopy. The main thing we are here today about, Mr. Aus- 
tin, is whether the cut-backs in industry are necessary, and what steps, 
if any, are to be taken to provide more steel to small business and 
to big business, whether or not the regulations of the Government are 
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operating in the nature of traffic lights which do not decrease the num- 
ber of automobiles on the street, but make them operate more smoothly 
and efficiently, or whether they are actually restricting the distribu- 
tion of steel. 

What is your opinion of that 

Mr. Austin. May I start back at the beginning, sir, because it seems 
that vou have asked about six questions. 

Senator Moopy. All right. I think they are all related, however. 
I wanted the question to be all-inclusive. 

Mr. Austin. Now, first of all, as to production: The figures which 
Mr. Honeyeutt gave you and which I heard as a spectator, 1 recog- 
nize as realistic. We have more steel tod: ay than ever before. We 
have a bigger job to do today than ever before. 

Senator Moopy. I am awfully glad you said that because that is 
something a great many people omit to say when they say we have 
more steel than we ever had before. 

Mr. Austin. It seems to me that what we are attempting to do here 
is to, let me say, this is our intent as a country, as I see it and our in- 
tent is to run this economy e ‘ntire ly aside from the military, at a con- 
tinuance of the record-breaking rate of last year, which was the big- 
gest year in most lines in the country’s history, and at the same time, 
simultaneously, devote a segment and now an ever-increasing seg- 
ment of our energy to, by rearming, prevent another world war. We 
are attempting to do both and do them simultaneously, and it seems 
to me by and large we are doing both reasonably well. 

Senator Moopy. We are not, of course, able to maintain full pro- 
duction of everything, are we / 

oe Austin. No; and that is why I said, reasonably well. 

In addition to production, Senator, as I think of production being 
the single jobber produc ing things, we are in addition preparing to 
produce more, and that is power, aluminum plants, oil refineries, new 
steel mills, new facilities as apart from production that some day will 
come from those facilities, and— 

Senator Moopy. You speak very well of the policy of the Govern 
ment which Lam afraid is at some times not understood in some circles 
who are commenting to the effect that this is a program of indefinite 
rolls. The program is, of course, that once the e xpansion of the pro 
ductive capacity has been completed, the steel and other products 
that are going into that expansion will be available and also the de 
mand will be able to be fulfilled. 

Mr. Avsrin. That is correct. 

Senator Moopy. Pardon the interruption. 

Mr. Austin. Well, then, if one may restate my concept, we are really 
trying to do three jobs. One is produce the milit: ary equipment ; the 
second is to produce the plant which pers will produce i Increased 
military equipment, run the economy at as high a rate as possible, and 
at the same time build new plants to again accommodate an even higher 
operation of the economy tomorrow. 

Senator Moopy. You would not have us run the economy any more 
than necessary, would you? 

Mr. Austin. Of course not. Now to do those jobs all at the same 
time is, I think, the greatest industrial task that has ever confronted 
us and all in all I think we are doing extremely well. I read Mr. Wil 
son’s testimony. I am cognizant of the fact that he said there were 
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shortages, that we were not on schedule on certain items. Certainly 
those are understandable. It is also true in the civilian economy there 
are shortages, but by and large there is little unemployment, there is 
great erennst activity, and we are getting on with the task. That 
is my concept, 

Senator eee That is very interesting. Of course, in some areas 
there is considerable unemployment because of the very need for cur- 
tailing civilian production. 

Do — feel that CMP is interfering with the distribution of steel 4 

Mr. Austin. Is it what, sir? 

Senator Moopy. Interfering with the distribution of steel, in a 
damaging sense / 

Mr. Austin. That is a very difficult question to answer, Senator, and 
1 am not attempting to avoid answering it. 

Krom the Government’s standpoint it accomplishes by and large a 
flow of steel where in their judgment they feel it should go and quan- 
titatively, in the over-all sense, controls the flow. For me to say that 
it is restrictive, yes, it is restrictive in those areas which are other 
than those to which the Government feels it should flow. 

Senator Moopy. Do you feel that its restrictive nature to that extent 
is in the national interest / 

Mr. Austin. Lam sorry. I do not hear too well. 

Senator Moopy. I am sorry. 

Do you feel that its restrictive nature, to that extent, is in the na- 
tional interest ? 

Mr. Austin. Again I do not wish to avoid the question. The men 
who are doing this, in my opinion, are qualified men. Certainly Mr. 
Wilson, Manly Fleischmann, and many others who are de ‘voting their 
full time and effort here have access to information from Secretary 
Lovett, perhaps from the President himself, from the military, from 
the State Department—they have a better knowledge of their basic 
responsibilities in having us prepare for this task. 

Senator Moopy. Would you be willing to accept the opinion of 
Mr. Wilson and Mr. Fleischmann in this situation 2 

Mr. Austin. I not alone will be, but I have been. 

Senator Moopy. And the position of the United States Steel Corp. 
is not one, then, ot protest ot the Government’s policy ( 

Mr. Austin. We are not protesting. We are cooperating. Again I] 
sav to you, we do not like controls. 

Senator Moopy. I do not think anybody, certainly including Mr. 
Wilson and Mr. Fleischmann, likes controls either, and I do not be- 
lieve they would imposed them unless they thought them necessary. 

Mr. Austin. That I agree with. 

Senator Moopy. The principal purpose of this hearing this morning 
1s to find out whether the statements that have been made by various 

officials of your industry—not by yourself, sir—were well-founded 

when they said there was going to be plenty of steel and the only real 
reason for—the implication was the only reason there had to be cut- 
backs in certain civilian production, the only reason that scores of 
thousands of people are out of work, how because of what appears to 
t | e Crovernment to be the necessity) ot such cut back—to see whether 
those statements are well-founded or whether they are not. 

Mr. Austin. I think I have answered that in attempting to picture 
for you these four tasks that we are trying to accomplish at one time. 
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Senator Moopy. I think that is approximately Mr. Fleischmann’s 
position. 

Mr. Moopy. Yes. TI would like to point out, too, that we can confuse 

ourselves by not defining time areas of which we speak. I mean by 
that today, next month, next year, the year after, we make extensive 
studies, since we conduct a business all over the world, except behind 
the iron curtain. We have many qualified specialists studying steel 
demand, pel capita consumption, the erowth } in our population, the 
constant movement of people, because steel requirements follow the 
movement of pe ople. We hhhi ake those studies by ~ woducts as well as 
in total. We study what our competitors are doing. where the Vv are 
doing it, where they are enlarging, in order that we may fortify and 
safeguard the investment of our stockholders and the jobs of our 
Chip loyees, 

AYE akin ag those studies Oh a continuing basis while they are not 1 
fallible led me to believe, and led the steel corporation to believe, that 
we have now planned 7 expansion program that when we once stop 
doing these four jobs, which we are now attempting, and the time is 
not too distant when we will stop doing all of the four, that we are 
then confronted with surplus again, 

Senator Moopy. You do not mean to say, do you, we are going to 
stop doing all of the four at the same time / 

Mr. Austin. Senator. I am very sorry. I do not hear too well. 

Senator Moopy. You do not mean to imply by that last statement 
that we are going to stop short doing all of the four things at the same 
time / 

Mr. Ausrixn. We are going to do those four jobs first. 

Senator Moopy. You feel there will be a surplus in steel within a 
period of time. What time? 

Mr. Ausrix. Within 5 years, sir. 

Senator Moopy. Within 5 years ¢ 

Mr. Austin. Yes, appreciable and substantially over-all surpl 
We study these things by decades and we correct each year, moving 
the decade out a vear beyond, and our concept ot the decade from LO50 
to 1960, which today is overbrudened on the high production side. 
really inevitably moved back toward a normal situation which, again. 
Ina peacetime operati mn. and | wih presuming there will be no world 
war TEL. 

Senator Moopy. Well, Mr. Austin, clo you feel that the general 
economy and standard of living in the country has reached its max 
mum peak or do vou feel that there is still room for luproving the 
standards of living of the country, the civilian goods that could be 
abs orbed by the Americ ah peop le i hi higher standards ot living, pro 
vided they are manufactured, wages are paid in the process of then 
manufacture and those wages are used to take those products off the 
market / 

Mr. Austin. Ever increasing. 

Senntor Moopy, And the population of the country, of Course, Is 
—, increasing. 

Mr. Ausrrx. Ever increasing. 

leachate Moopy. Do you not feel that therefore if we do continue 
to increase the standards of living in this country under our free 
svstem that we have always had, that there may be the same over-all 
demand for your basic product 4 After all, we are on a steel economy. 
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Mr. Austin. Senator, it is a question of timing, again. You see, 
we are accelerating today in an attempt to do these four jobs, and 
we will overrun the market. 

Senator Moopy. If I may interrupt, has not the continuing appre- 
hension of the steel industry been for years that they would overrun 
the market? I can understand the apprehension, but I am asking 
you whether that has not been the apprehension, and you heard me 
question Mr. Honeycutt, and whether that was not the apprehension 
in 1941, and whether the present understandable apprehension that 
you re Pate today may not also be a miscalculation. 

Mr. Austin. I was careful to say that no matter how able a student, 
no matter how carefully the work is done, one may still be wrong, 
since we are fallible. 

Senator Moopy. And you do feel that this expansion is necessary ? 

Mr. Austin. I think we are overrunning the market in this expan- 
sion program. That does not mean the market will not catch up, and 
it does not inversely mean that we will not move on and over on the 
market again the next time, because our task is to serve, and only the 
steel company that serves endures, so that these are constantly shift- 
ing cycles. 

L would like to define why I think we are overrunning the market. 
The market is not static, nor will it remain static. The market will 
tend to catch up and we will again move into another expansion pro- 
gram. We may well overrun the market again throughout the years 
that lie ahead. 

Senator Moopy. In other words, what vou are saying is that you 
cannot expand demand and supply in equ: al cadence and march them 
down the street exactly the same; is that right ? 

Mr. Austin. No: and we have to expand first because we must be 
ready for it. 

Senator Moony. That is correct; and as a matter of fact the expan- 
sion in the present instance has not taken place but supply has run 
ahead—or demand has run ahead of supply; is that right ? 

Mr. Austin. Yes. It has in this sense, that as we cut back during 
the war—remember this industry has expanded 42 percent since 19: 8. 

Senator Moony. I understand that and I cannot forget, you see, that 
I attended the luncheon of the newspapermen here in Washington, 
and was submitted to a very convineing and charming argument. to 
the effect that the steel industry was too large and they would never 
be able, the country would never be able to absorb the capacity at that 
time. I have remembered that, because they did not happen to be 
right at that point. 

Mr. Austrx. Mr. O'Mahoney conducted hearings here in 1939 in 
which he attempted to prove that the steel industry was too large 
then. 

Senator Moony. I was not stating the position of Senator 
O’Mahoney. I was stating the position of the steel industry at that 
time. 

Mr. AUSTIN. We have been on both sides of that fence. We have 
been eriticized for being too small, and criticized for ae too large. 
We chase the market and attempt to be ever ahead of it. Through 
out the years, take 50 years, for example, in this pa il we have 
been ahead of the market by far the greater majority of the time. 

Senator Moopy. That is true. 
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Mr. Austin. Because we had variation of many end products 
which people wanted during the war and which had to be shut off 
during the wartime in order that we might devote our energies to 
that end and that end alone, and frankly the market got ahe ad of us 
because we could not expand or carry on a civilian operation in a 
steel mill and run it for war at the same time. I say to you now, as 
we have emerged from the war and moved on, I think we are now 
expanding where we will overrun the market. The market will over- 
run us, again, and we will keep that up throughout the decades. 

Senator Moopy. Undoubtedly, and as of today the market is over- 
running vou; is that correct ? 

Mr. Austin. That is my opinion. The four-job market is over- 
running us today. 

Senator Moopy. I think your testimony has been most constructive. 

Is there anything further you would like to say, Mr. Austin / 

Mr. Austin. I think not, sir. I found here in Washington in my 
office a release that came from the Government. It is a full coverage. 
It is the Government copy of the report that Mr. Honeycutt men 
tioned the steel industry had givento Mr. Wilson and Mr. 
Fleischmann. 

Senator Moony. I know about that report. 

Mr. Austin. Copies are here. May I leave them with you? 

Senator Moopy. We would like to have them. 

(For report see p. 11.) 

Senator Moopy. Would you like to stay and hear Mr 
testimony to comment on this situation 

Mr. Ausrin. I would prefer not to. 

Senator Moopy. I think I can understand that. I am not going 
to press vou, but I want to have it in the record, you see, that there 


is full opportunity for you and Mr. Honeycutt to comment if you 
wish to do so. 


Mr. Austin. Thank you very much. 

Senator Moopy. Is Mr. Fleischmann here ? 

Mr. Fleischmann, we are glad to welcome you here this morning. 
I know that you have one of the most exacting and troublesome jobs 
in the United States today, and therefore I hesitated to ask you to de- 
vote this time to this purpose, but I do feel it is constructive because 
I think the air should be cleared on the point of whether or not the 
control of steel by the Government ional 
policy of the Government should be. 

Do vou have a prepared statement / 

Mr. Fueiscumann. Yes, Mr. Chairman. I wish to make a few cb- 
servations, if I may, before I address myself to the statement. 

Senator Moopy. Please do. 


. Fleisehmann’s 


be continued and what the 


STATEMENT OF MANLY FLEISCHMANN, ADMINISTRATOR, DEFENSE 
PRODUCTION ADMINISTRATION, ACCOMPANIED BY MELVIN 
ANSHEN, ASSISTANT DEPUTY ADMINISTRATOR FOR PROGRAM 
AND REQUIREMENTS, DEFENSE PRODUCTION ADMINISTRATION 


Mr. FieiscuMann. In the first place, life in Washington certainly 
has the attraction of variety and novelty. [t was only last Thursday 


that we were being criticized in another room in this building because 











40) STEEL OUTLOOK FOR 1952 


we did not adopt a tough enough policy and turn over materials to 
the Defense Department at a greater rate than we had done. 

Senator Moopy. May I say vou are not being criticized here today. 

Mr. FueiscuMann. I realize that. 

Senator Moopy. We are merely after facts. 

FLeIscuMANN. Today, Mr. Honeycutt’s testimony would lead 

s to think that even what we are giving the military is hopelessly in 
excess of their demands and that no control, for example, on civilian 
production is currently needed. 

Senator Moopy. I think we might agree, Mr. Fleischmann, that on 
an issue as Nation-wide, and the cover: age of the press associations, 

at I believe is nearly always accurate, “that the le ading steel com- 
pany executives are saying there is plenty of steel or there will be 
shortly plenty of steel and that the entire program of controls is what 
s holding up production. I think that the function of this committee 
s to find out what the facts are and that is the reason I asked you to 
ome up here today, although I realize you have been up here probably 
too often. 

Mr. Fretscumann. Well, Senator, I welcome the opportunity to 
come up here and I am prepared to give a very detailed statement of 
the steel situation as we see it, to answer the questions that are in 
everyone's mind, and rightly so, as to where the steel is going. Before 
I start that I want to eliminate from my testimony, if I may, the 

uestion of gray markets. I followed with great interest the proceed- 
ing of this committee, and it is my judgment, and I gather up to date 
t has been the almost unanimous concensus of opinion that what- 
ever may be the other advantages of CMP, it has certainly gone far to 
eliminate and make unprofitable the gray-market operation in steel. 

Senator Moopy. I think there is no question about that, and I was 
frankly surprised to hear Mr. Honeycutt’s testimony to the opposite 
his morning. 

Mr. FieiscumMann. I think it is the complete concensus of opinion 

nohg our own experts in the Government, and I gather that most 
of the industry feels that way, and with vour permission I will leave 

_ problem and address ourselves to the larger problem of the 
Tee 6 Ply. 

Senator Moopy. Yes. I did not expect you to talk about gray mar 
cet. ‘y W oui like to say this, that I think that CMP, plus the new 
egulation of OPS, which was needed and the lack of which left these 

sy-chain deals in the position where they were not illegal, where 

d not be gotten at. I think that is the general issue. Those 
ngs will be the things that will knock off the gray market if it is 
restricted 

Mr. FreiscumMann. I want. however, to make the record clear with 
respect to one particular on im, the so-called Philadelphia case that 
Mr. Honeycutt mentioned, because I would not be happy to leave the 
record in the state that he left it. It is true that information was 
brought to us by the Bethlehem Steel Corp. stating that they had 
proof of black-market operations by this Philadelphia concern. We 
told them that if they did have such proof, they would be within 
their rights. and we thought it would be a very good thing, to cut the 
company off. They did that. 
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The company started legal proceedings, including a request for 
review by NPA, which of course had to be granted. We set up an 
impartial board to look into the case. There was a total failure of 
any proof on the part of Bethlehem that there had been black-market 
operations by this company. 

Senator Moopy. That is the Acorn ? 

Mr. FietscumMann. Yes sir, the Acorn ease. 

It was heard just like a lawsuit, and the Bethlehem Co. simply 
was unable to prove its case. I was very sorry about it because 
naturally we were trying very hard to discourage the case, but I 
do not think that the Government can be arbitrary and capricious in 
such matters, and after holding hearings at which the very issue Was 
brought up, and in which there is a total failure of proof on the person 
making the allegation, to substitute rumor and hearsay—that would 
be, to my way of thinking, indefensible for the Government. 

The case was heard by an impartial board. It was decided that 
Bethlehem had failed in making out its ease, and we had no alternative 
but to return them to the status of a legitimate warehouse insofar as 
their past allocations were concerned. 

Senator Moopy. Iam very glad you put that in the record. 

Mr. Firiscumann. Now, before I start the statement I want to 
make one other thing clear. I want to emphasize what both Mr. 
Honeycutt and Mr. Austin have said with respect to the very cordial 
and frie ndly relationships between the steel industry on the one hand 
and the Government people, including Mr. Wilson and myself, on 
the other. That is true, and T have no reservations in saying it. 
Whatever their view may be as to the merits of what we are doing 
they have not stayed their hand in any case that I know of from he ‘Ip- 
ing us put over the mobilization program. 

Senator Moopy. I am sure of that. 

Mr. Furiscomann. And, as a matter of fact, the extent to which 
they have gone in helping us staff and operate, in making constructive 
suggestions and recommendations, despite their, to some extent, dis- 
agreement with the policy, is in my judgment almost a model of 
dustry-government relationships. 

Senator Moopy. May I ask you whether the men that have been 
assigned to your organization, or have been provided for your agency 
by the steel industry, when they i ave come to Washington and taken 
on a new responsibility, a national responsibility, have they agreed 
with the general policy as set up ? 

Mr. Furtiscumann. That would be very difficult to say. LT think 
that within the industry, as we have seen this morning, not eve ry body 
feels the same any more than they do in the Government. There is 
every shade of opinion. Dy and large the industry position is and 
has been that we do not need CMP, at least in its fullest form, but 
there are many steel people who feel, I know from pe rsonal observa- 
tions, I know that there are many steel people who woul ld not like to 
see the industry take on the very basic important policy decisions 
which the Government now makes, and wpon which the whole success 
of this mobilization effort depends, so that there is every rank of 
opinion in my judgment, Mr. Chairman. 

I want also, just as introduction, to point out one faet, which will 
be elaborated, but I would like to bring it particularly to the atten- 
tion of this committee, and that is that the particular size of the mili- 
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tary demands for steel in a particular quarter, the direct military 
demand, is not of the highest significance in determining whether 
we need a controlled materials plan or not. Mr. Honeycutt speaks 


of a7 Slencat demand on Bethlehem during the first quarter. Well, 
the actual 


Senator Moopy. First quarter of 19527 

Mr. FLeiscHMANN. Yes, sir. 

The actual allocation of steel will be between 11 and 12 percent to 
the direct military—that is across the steel industry. That only rep- 
resents the so-called A products, The committee knows the difference 
between A and B products, and I will not burden it, It does not 
include components and things of that kind, so-called contained steel 
and those items. 

Senator Moopy. You could not make the A products without the 
components, could you 4 

Mr. FieiscHMann. No, sir. They are just as much a part of the 
military program. 

Senator Moopy. What is the percentage, including the components 
of the other? 

Mr. FietscumMann. It would probably go up 15 or 16 percent, 
maybe as high as 20. We have no exact figures on that. They never 
had them in World War If. We do not have them now. 

The secondary introductory fact I want to mention is this: The 
direct military requirement alone is the visible part of the iceberg. 
It is the smallest part of the nabiieiad program and my whole 

stimony will be devoted to that general! proposition. The more 
important part of the mobilization plan is the expansion at top speed 

the underlying facilities. For example, machine tools, which are 
principal bottleneck today. For example, the aluminum expan- 
without which we would be utterly unable to expand aircraft 
production. Thi at is not considered military expansion or a military 
emand, but it is at least as important, so the industrial expansion in 

judgment is on a comparable basis with military production. I 

ow, if I may, turn to my analysis of where the steel goes. 
I do not know whether the committee can see these charts well 
eh. You have copies of the charts to follow along. We have 
to show this in a graphic way because I think it will aid vou 
erstand. 
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You have asked me to report to this committee on the shortage 
of steel, about which there has been extensive discussion in recent 
months in industry. in Congress, and in the press. I am glad to 
have this opportunity to place before you the essential facts as we 
know them, and to explain why, in the judgment of the men who have 
been given responsibility for meeting the objectives of the mobilizat ion 
program, it has been hecessary to establish controls over the distri- 
bution of steel and other materials. 

I want particularly to deal with the following questions, which 
are familiar to all of you because they have been asked so oftet 

a Hasn't the in reased steel supply since the Korean invasion been 
freater than the steel requirements of ow expanded nitlitary pro- 


/ 
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2. If this is true, why has the production of consumers’ 


passenger automobiles been cut back ¢ 

3. Why have we failed to provide the full amount of steel requested 
for school and hospital construction, for public reads, and for other 
Important programs ¢ 

t. Where has the extra steel gone? To what programs‘ For what 
reasons / 

5. Is it true that requirements are overstated and unrealistic / 

Senator Moopy. You will’ save me the trouble of asking those 
questions. You can probably word them better than I could. Those 
are the questions. 

Mr. FiriscuMann. I thought they were, Senator. 

To provide the clearest possible answers to these questions. I have 
with me a few charts comparing the use of steel in the most important 
consuming areas pre-Korea with requirements and allotments for the 
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same programs for the first quarter of 1952. As you know, we have 
just completed that allotment. 

I want to use these charts to explain exactly what has been hap- 
pening to steel requirements and what decisions we have made in 
distributing the available steel supply. I think this will also explain 
why, in my judgment, it has been necessary to institute the controlled 
materials plan to carry these decisions into effect. 

Before getting into the story, there is one point of preliminary 
explanation I want to make, to avoid misunderstanding. What we 
have done in our analysis of the steel situation is this: We have 
prepared estimates of the quarterly average use of steel before the 
invasion of South Korea a year and a half ago. I want to compare 
this distribution pattern with screened requirements for the first 
quarter of 1952, submitted to DPA by the claimant agencies, and 
with first quarter allotments. In other words, the actual distribution 
which we have authorized. 

The data used for pre-Korea consumption are estimates of the 
average quarterly use in the first half of 1950. ‘These estimates have 
been compiled by the staff of the Office of Program and Requirements, 
DPA, using all available sources of information, including reports of 
the American Iron and Steel Institute. Unfortunately, our Govern: 
ment does not collect in time of peace the kind of detailed statistics 
on material consumption that we find essential in a period of mobili- 
zation. We have exact knowledge of first-quarter 1952 allotments, of 
course, but for the pre-Korea base period we must rely on the best 
estimates that can be made by qualified people. 

— . What do our figures show’ The most striking thing, I think, 
is that in the year and a half since the invasion of Korea, the produc- 
tion of carbon steel has increased by about 3 million tons per quarter. 

You might give an expansion of the colors that are used on the 
chart, Mr. fechas, 

Mr. AnsHen. We have shown at the top of the chart four bars. 
The first bar indie ates the average quarterly production of steel, 
carbon steel, in the first half of 1950. The second bar, the red bar, 
incli¢ ates requirements as submitted to DPA by the claimant agencies 
for the first quarter of 1952. The third bar, the blue bar, indicates 
for ¢ ea steel as a thes the allotments to all programs for the first 
quarter of 1952, and the fourth bar, the green bar, indicates the total 
supply of carbon steel that will be available in the first quarter of 
1952. ‘The amount by which the blue bar exceeds the green bar indi- 
cates the extent of the overallotment of supply to cover attrition. 

This same color code follows all the way through the program. For 
example, in the case of the Department of Defense the first line shows 
the actual use of carbon steel for direct military production in the 
average quarter of the first half, 1950. The red bar, the second line, 
shows defense requirements for carbon steel as submitted to DPA for 
the first quarter of 1952. As Mr. Fleischmann said, this is only re- 
quirements for steel allotted directly by the Department of Defense 
and does not include components. The blue line shows the tonnage of 
carbon steel actually allotted to the Department of Defense for reallot- 
ment to its principal contractors in the first quarter of 1952. 

Senator Moopy. The indication that requirements are greater than 
illotments; do vou want to explain that? 
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Mr. FiLetscuMAann. Yes; let me explain that. Let me speak 
defense particularly. 

Senator Moopy. Emphasis on defense. 

Mr. FietscoMann. We have found, as Mr. Honeycutt says, and it 
has been the unanimous observation of everyone who has looked at 
this that the stated require ments always have an element of unreality 
or exaggeration. That is what DPA was set up to smell out, if you 
will. It was done by the War Production Board before. It is per- 
fectly natural in a claimant ay gency, which believes in the essential 
nature of its own program, no matter what it be, alw: ays overstates to 
some extent its needs. DPA reviews in terms of the very factors 
which Mr. Honeycutt mentioned: Do they need it next quarter or 
could it be deferred for another quarter? If you take defense, you 
will notice that the stated requirements are somewhat larger than 
what we allotted. That is not because we have cut back on the mili- 
tary program, not at all. The military program has always come 
first. It is because we, and often in cooperation with the Defense 
Department, have found occasions when a part of their demand might 
be deferred for a quarter or so in our judgment without any inter 
ference. When we decide what their actual requirement is then we 
grant them that requirement. 

I have spoken of the increased production by 3 million tons per 
quarter since Korea. Beyond this, we have been able to save roughly 
an additional million and a half tons of carbon steel per quarter, prin 
cipally through cutting back passenger automobiles, other consumers’ 
durable goods. and less essential construction. This means that we 
now have about four and a half million more tons of carbon stee] per 
quarter available for defense and defense-related production than 
were used for these purposes in the period before the Korean inva ion. 

The chart shows what we have done with this extra four and a half 


million tons of carbon steel. About 1,800,000 tons are going into 
direct military production. This is the amount by which the allotment 
to the Department of Defense and the Atomic Energy ( ee 


for the first quarter of 1952 exceeds the carbon steel used on a quarterly 
basis for comparable defense production and construction before the 
Korean invasion. This is the steel that is going into the making of 
tanks, guns, planes, ships, and other war matériel procured directly 
by the military, into the atomic-energy expansion, and into military 
construction in this country and overseas. 

In examining this chart, bear in mind that uder CMP we overallot 
the anticipated carbon-steel supply by about 12 percent to ts ake care 
of a factor we call attrition, that is, failure to present at the maith | all 
the CMP tickets originally issued to the claimant agencies and NPA 
industry divisions. I will say more about this in a few minutes. 

Senator Moopy. What happens if someone comes up and presents 
a CMP ticket late? 

Mr. FieiscnuMann. That hardly ever happens, Senator, but we have 
in all of our industry divisions at the present time assistance units, 
designed to assist the man with the ticket who can’t cash it, to get it 
placed and the percentage of failure of placement is going down at a 
very rapid pace, as we perfect our methods. 

Senator Moopy. There is no question about the fact that there has 
been a rapid improvement ? 

Mr. FieiscuMann. I think there has. 
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Now, what about the balance of the steel available for defense- 
related production above base-period use? This chart shows just 
where this steel has been assigned. About 660,000 tons are going into 
industrial and facilities expansion programs: to build the new steel 
plants, aluminum plants, chemical plants, and other facilities that we 
must have to build up our Nation’s productive capacity: for mines 
und minerals projects; for construction related to food and fiber pro- 
duetion, processing, and distribution; and for development of water 
resources. These are the facilities that will provide the additional 
production we need so that there will be sufficient material for both 
defense and civilian needs in the period ahead. These are the plants 
and resources development that will permit us ultimately to abolish 
the controls that we now find necessary. 

To state my own philosophy, I beheve that that industrial expan 
sion, machine tools, aluminum, all the rest. is of a comparable im- 
portance to the direct military program because in that strengthening 
OF OUY e¢ OnOMmY Wn my judge ‘nt hes our true sec urity. 

Senator Moopy. Does not also, in the e Xpansion of our capacity to 
produce, lie the hope of controls ¢ 

Mr. FiuriscumMann. The only hope, because this level of military 
a as you know, for aluminum, copper, and some other materials 

| keep up ata very high level unless we can find a peaceful solution 
of the world’s difficulties. 

Senator Moopy. To make the situation very clear, you have saved 
or vou have available an additional four and au half million tons of 

ivbon steel, of which a million and a half has been obtained from 
cutting back, and about 8 million have been obtained by expansion. 
Now, this four and a half million tons COmMpAares with what total 
CHPACITV f 

Mir. FuriscumMann. Per quarter it is in the neighborhood 

Mr. ANstuien. Nineteen million, three hundred and eighty five thou- 
snnd tons of carbon steel is the anticipated supply for the first quar- 
ter. 

Senator Moopy. Thank you. 

Mer. FuemcumMann. Of the remaining steel available for distribu 
tion to defense-supporting activities in the first quarter of 1952 above 
their use in the base period, 140.000 tons went for the construction of 
power-generating and transmission facilities. Let me emphasize—to 
make this perefectly clear—this is by no means the total carbon-steel 
tonnage allotted to these needs. This is the amount by which the first 
quarter L902 allotment exceeded the tonnage we estimate was used for 
these purposes in the average quarter of the first half of 1950. 

Senator Moopy. De you have figures which will substantiate the 
need for greater power ¢ 

Mr. Fuetscumann. Let me just interpolate a moment in the state- 
ment to answer that question. 

The key to aluminum expansion particularly and in fact all in- 
dustrial expansion is expansion of power facilities. The power people 
estimate that an expansion of approximately 40 percent—correct ? 

Mr. Ansuen. Twenty-seven million kilowatts. 

Mr. FueiscumMann. Forty percent is estimated for the next 5 years. 

senator Moopy. Forty percent of what e 
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Mr. FieiscuMann. Percent of where they were at the time of Korea, 
should be accomplished during 3 years. We think the ‘y are exaggerat 
ing a little bit there, but not very much because you cannot expand 
iain unless you expand electric capacity and the same thing is 
true in the atomic energy program. 

Senator DUFF. The whole program is tied to power production / 


Mr. I LEISCHMANN, Yes, sir. They are almost interchangeable, 
aluminum and power, and the same thing is true of the new atomic 
energy program that Congress is now discussing. It will impose 
terrifle cle lition: aul burde ‘hs On the power supp ly. The re fore. on ex 


pansion, therefore on structural steel and most Importantly on copper. 

Senator Moopy. Wouldn't you say if there is that sort of a power 
short ive the St. Law rence project should be developed for that reason, 
as Well as navigation / 

Mr. FreiscumMann. I am not an expert on expansion of power 
projects and they would hang nie if I salad that should be expanded 
and then had to go back to Buffalo. I do think we ought to get a lot 
more power, however, than we are getting now, 

Senator Moopy. Lf | ever find an issue that I want to say both things 
on, I will come down and see you. 

Mr. FuriscuMann, No, as a matter of fact T personally favor the 
St. Lawrence expansion. Now you have got me in a eood spot. 

May | proceed, sir? 

Senator Moopy. Yes. si 

Mr. FuriscumMannx. Our machinery and equipment programs are 
also vetting a substantial share of this extra steel, as the chart shows. 
In the average quarter, first half of 1950, about 1,750,000 tons of carbon 
steel were used to make construction machinery, electrical equipment, 
engines and turbines. machine tools and other metalworking ma 
chinery, agricultural equipment, and similar products. 

In the first qu: iter 1952, these programs will take almost 3,200,000 
tons. an inereaese of about 1,500,000 tons. Timi: L\ point out spec ifically 
that producers of machine tools, our greatest bottleneck. will use al 
most 900 percent of the steel they used in the base period, 

Producers of components bearings, nuts, bolts, valves, pumps, and 
the thousand and one other products of this nature which go into the 
making of our implements of war, as well as into defense-supporting 
and essential civilian production—will also get more steel in the first 
quartel of 1952 than in the pre Korea base period, In the first half 
of 1950 about 700,000 tons of carbon steel were going into this tvpe of 
production, on a quarterly basis. In the first quarter of 1952 we have 
allotted almost 1,200,000 tons of carbon steel for this production, an 
increase of about 500,000 tons. 

Lhout 750,000 tons more carbon steel have been allotted to manu 
facturers of tri ansporti ition equipment and for railroad MRO in the 
first quarter of 1952 than we estimate was used for the same purposes 
in the pre-Korea base period. A substantial part of the increase is 
to support the manufacture of a much higher output of freight cars 
than in the first half of 1950, 

Containers and packaging equipment, which are themselves in the 
Class of components to me, W it] ret about 125.000 more tons oft carbon 
stee] than produc els of these itenis used in the pre Korea base pel od. 
Much of the increase is for special military or related uses. 
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About 200.000 tons more carbon steel have been allotted to ECA, 
OIT, and Canada than were exported in the base period. Most of 
that increase goes to Canada. All of the export requirements are 
rigorously reviewed. We are making materials available only where 
they will make a direct contribution to our own defense, by he ‘Iping to 
increase our Imports of such critical materials as copper, ‘nickel, zine, 
lead, and chromium; or where they are urgently required for military 
and defense-supporting production and construction in countries as- 
sociated with us for mutual defense; or to friendly nations which have 
always depended on the United States for limited quantities of steel 
they do not themselves produce. 

The balance of the available tonnage will be used principally for 
maintenance, repair and operating supplies, reflecting the much 
higher level of industrial activity now than in the first half of 1950. 

Let me again emphasize one point. I have been discussing only the 
increases in the carbon steel tonnage allotted to these major defense 
and related areas, over what they used in the average quarter of the 
first half of 1950. The total tonnage of carbon steel allotted to the 
programs I have named in the first quarter of 1952 is about 14,200,000 
tons. This compares with 7,500,000 tons used in the same areas in the 
base period, an increase of about 6,700,000 tons. 

I want to repeat one point I made earlier. Because we know that in 
the normal course of operation under CMP, some claimant agencies 
hold back reserves and do not distribute all the allotment authority 
eranted to them by DPA, and because some prime contractors and 
subcontractors, as a result of schedule changes, inventory position, 
errors in calculating requirements, or changes in specifications, do not 
place orders for the full quantities authorized, some of the tickets 
issued by DPA never get to the metal mills. If we made allotments 
to cover only the anticipated supply, there would be a loss in produe- 
tion because less than enough orders would get to the mills than would 
be required to take up full production. For this reason, we have al- 
lotted in the first quarter of 1952 about 12 percent more than the 
anticipated supply. 

Senator Moopy. That is your estimate of what is needed to take 
care of the factors mentioned by Mr. Honeycutt ? 

Mr. Fustscumann. Of attrition. 

I have included this extra tonnage in explaining the qu: — al- 
lotted to programs. We do not expect that this full tonnage will 
appear on mill order books. 

Mr. Srurrs. I noticed you were quoted as feeling that that factor 
of attrition was too large during the present emergency. 

Mr. Furascumann. I think it is a little too large particularly in 
copper and aluminum. In steel it is pretty close to right. For ex- 
ample, in these recommendations which Mr. Austin spoke of made 
by the presidents of the steel companies to us they recommended an 
overallotment of 10 pereent. We are allotting 12 percent. There 
isn’t much difference of opinion. We are pretty ‘nearly together on it. 

Mr. Srurrs. Except it gets a little tough for that 2 percent that is 
left and there can be an awful lot of firms who use in the aggregate 
only 2 percent of the total supply and they all seem to come to this 
committee or to your office or to the Small Defense Plants Adminis- 
tration. 
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Mr. Fieiscumann. A few of them get to us, too. I believe we will 
robably reduce that overallotment a little bit -for the second quarter 
recause Of the factor you mentioned, but the margin of error in 
making that determination is present. You cannot evade it. 

Senator Moopy. What was Mr. Honeycutt’s recommendation or the 
Bethlehem Steel recommendation on that ¢ 

Mr. FiriscuMann. They joined in the recommendations made by 
the presidents of the company, that the overallotment be 10 percent. 
We have made a 12 percent overallotment and will probably reduce 
it some for the second quarter. 

There is the picture of our increased steel supply and where it is 
going to support military and defense-related programs. There is 
another issue I want to bring to your attention: How much are we 
now falling short of meeting total needs for steel ? 

Screened requirements for the first quarter 1952, as presented to 
us by the claimant agencies, were about 50 percent in excess of the 
available Supp rly of carbon steel. I know, as you do, that it has been 
charged that these requireme nts figures are grossly inflated and un- 
realistic. I think it is certainly true that there is some inflation of 
material needs for some programs. It is inevitable, in my judgment, 
that the staff of an agency charged with responsibility for a par- 
ticular activity will tend to see the entire defense effort in terms of 
accomplishing high level objective s for their own program. To coun- 
teract this tendency, the staffs of the Office of Program and Require- 
ments, DPA, and of the NPA Steel, C opper, and Aluminum Divisions, 
work very closely with the various claimant agencies in the develop- 
ment of their requirements. Asa result of this, I think it is generally 
true that the claims presented for the first quarter represented reason- 
able judgments as to urgent needs. 

In connection with this observation, I think it is significant that the 
steel industry has never suggested that its own requirements for steel 
for expansion were unrealistic or exaggerated, although they have 
increased on a quarterly basis over 1950 consumption for the same 
purpose by some 600 percent. 

Senator Moopy. Ve I'y interesting. 

Mr. FieiscuMann. This point w es also be made clearer by a brief 
consideration of the demand for steel for schools, with which I think 
every Senator is now acquainted. 

Senator Moopy. I think you know we are acquainted with it. 

Mr. FreiscumMann. Almost every con munity has funds available 
and wants to make up for constru HON which it did not undertake in 
recent years. There is nothing “phony” or unrealistic about any of 
these individual community requirements, although in the aggregate 
they greatly exceed either a normal rate of school construction or the 
amount of steel that could have been procured in an open market 

We could not satisfy all these claims because there was not enough 
steel available to meet stated requirements. The chart indicates the 
extent to which first quarter allotments fell short of stated require 
ments for important defense and defense-related programs. 

With respect to requirements for passenger automobiles, consumers’ 
durable goods, and cointainers and packaging, I think I should call 
to your attention the fact that these requirements were submitted 
under existing limitation orders or the curtailed allotment levels estab 
lished for the fourth quarter of 1951. They do not reflect full requir 
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ments as they might have been presented if there were no such re- 
strictions. 

For example. passenger cars would be an easy example. The first 
line is what they used ] 1950. The second line shows that their re 
quirements, as ibaa: were far less than they actually used in 
190: and the final blue line is what they actually were allowed. There 
is nothing in my judgment unrealistic about stating the first line, 
stated require ment wasa realistic requireme nt. 

do not want to take your time to cover the story of the demand 
supply unbalance for structural steel in the same detail. The chart 
shows clearly, however, that a much large ‘rr tonnage of structural 
shapes has been allotted in the first quarter 1952 to the industrial 
facilities and resources expansion program than was used for this 
type of construction in the average quarter = the first half of 1950, 
Military and atomic energy construction 1 s sharply higher. The 
power expansion program will almost ik its use of structurals. 

On the other hand, by deferring less urgent construction and by 
conservation measures, including the substitution of reinforced con- 
crete for structural steel construction methods, we have saved tonnage 
in school and hospital construction, in road and bridge construction, 
and in housing. This was essential to provide structurals for more 
urgent needs, in view of the fact that total screened requirements for 
structural steel, as submitted by the claimant agencies, were 185 per- 
cent of anticipated supply. 

It is interesting to note, as this chart points out, that while the total 
dollar value of construction in the first quarter 1952 will be slightly 
lower than the value of construction in the base period, the use of 
structural shapes will be very much higher. This is a direct reflec- 
tion of the changed character of the construction, with much greater 
emphasis on military, industrial and power expansion, and much 
Jower activity In commercial and similar lines. 

I w: ant also to call to your attention the increased use of structural 
shapes for production materials for such items as heavy machinery 
and equipment and for freight cars. 

If there were sufficient steel and other metals to meet all our needs, 
both defense and C1V his an, there would be no reason for the controlled 
materials plan and the conservation measures that, in my judgment, 
are so essential today. I assure you that if there were suflicient metal 
available, IT would be the first to advocate the abolition of controls. 

The facts as I see them are these: We have a tremendously in 
creased demand for steel for both direct military and defense-support- 
ing programs. The defense-supporting progr ns require much 
larger quantities of steel than they consumed before the Korean in 
vasion occurred, and this increased need is a direct reflection of what 
we have to do to meet our mobilizat ion objectives. 

We are, as you know, investing large quantities of steel to expand 
our basic resources, including more steel-producing capacity, more 
aluminum capac ity, more chemical capac itv, and more electric power 
capacity, Wi have eXp anded ly almost 50 percent the steel going 
to manufacturers of machine tools, so that we can meet the production 
schedules laid down by the military for munitions items and prepare 
the strong industrial base that is essential if we are to secure a rapid 
increase In military production in the event of a greater emergency. 
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Senator Moopy. As a matter of fact. it is too bad that cannot be a 
thousand percent because if they could absorb it- 

Mr. FieiscumMann. If they could absorb it, it would be, sir. 

We are providing more steel than in 1950 for the production of 
freielht cars, and we are proy ding the steel hecessary to expand the 
feet of ore carriers on the Great Lakes. We are building a larger 
atomic energy p lant, and we are trying to strengthen all aspects of 
petroleum production, refining and distribution so we will have a 
larger supply of this basie military resource if we need it. 

nder the controlled materials plan, with the advice of an Inte 
ugency Requirements Committee, we are programing and directing 
the flow of steel and other controlled materials to meet the objectives 
of our mobilization effort. Of necessity, the flow of steel differs now 
from what it would be under normal peacetime conditions. 

The areas I have indicated need more steel and, despite the in- 
creased supply available, other consuming areas must take less steel. 
I know of no way in which these essential program decisions could 
be made intelligently by individual steel producers who cannot pos- 
siblv have access to the broad picture of the total demand for steel 
or the specifie needs of direct military and defense-supporting pro- 
orams. Nor do | knbw how these individual steel producers could 
direct the flow of steel to manufacturers of components in balance 
with requirements for these products. 

Finally, I do not see how any single steel producer could assure 
steel to manufacturers in balance with the quantities of other critical 
materials they need, such as copper and aluminum. If normal his- 
torical patterns were used, as has been advocated, wee would be back 
with a bumper crop of automobiles and radios and a pitifully small 
number of machine tools. Obviously this cannot be tolerated if we 
mean business in the mobilization effort. 

The shortage of steel was not created by the controlled materials 
plan. Rather, it is the result of the enormous mobilization effort 
that we have undertaken. The controlled materials plan was insti- 
tuted as the most effective tested device for « ‘Arrving out the decisions 
that must be made with respect to the allocation of the limited supply 
of steel, 

Here again, il is highly significant that from the earliest days of the 
steel expansion program, representatives of the steel industry have 
demanded special Government priority and allocation assistance to 
assure their own material requirements. I quote from the recent 
report and recomme ndations prepared by a committee of presidents 
of lead) hg steel companl es, the sane report to which Mr. Aust 
and Mr. Honeycutt referred : 


It should be understood that materials and components of many kinds are 
required to build new plants and facilities, and furthermore, they must he 
delivered on time to the equipment builders as well as to the steel companies 
in order that plants may be completed on schedule 


At the present time deliveries of overhead traveling cranes, certain items 
of mill equipment, and some items of electrical equipment are behind schedule 
in relation to completion dates which otherwise would be attained 


It also should be understood that if allocations of necessary materials ¢o1 
tinue to be curtailed there will be further serious delays and additional costs 
of construction, which will be aggravated by the necessity for partially dis 
banding and later remobilizing construction forces. 
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Apparently the members of the industry who now advocate repeal 
of the controlled materials plan see nothing inconsistent in these two 
positions. 

Finally, I want to assure you that I share with all of my associates 
a common desire to release American industry from restrictive con- 
trols just as soon as this is possible. But I cannot share the belief 
suggested by some representatives of the iron and steel industry that 
responsibility for distributing this critically scarce commodity should 
be turned back to normal commercial decisions by individual steel 
producers. 

I would like, if vou care to have me, Mr. Chairman, to comment very 
briefly on a few of the points Mr. Honeycutt made. 

Senator Moony. I wish you would do that. 

Mr. Furiscumann. [think I have taken up several of the questions 
that vou have raised. 

I have already spoken of the factor of 7 percent. Actually it is 
12 percent across the industry, and that does not include the compo- 
nents, and, as T have said in my own judgment, the direct military 
take is the smallest part of the mobilization effort. 

Senator Durr. In that connection he said 7.8, compared to 40 some 
percent in World War II. Is he comparing them on the same basis? 

Mr. FurtscumMann. I do not believe so, Senator. 

Senator Durr. Th: io" is a very important thing to know. 

Mr. Frerscumann. I do not know because I do not know exactly 
the basis of his 40 percent. It occurred to me during his testimony 
that I would like to submit to the committee as nearly as I can a 
comparable presentation. 

Senator Durr. I was primarily interested in this: Was that 44 
percent direct or all the cumulative demands on steel during World 
War IT? 

Mr. Firtscomann. Let me say this: The direct military take of 
steel was much higher, beyond any question, in World War IT. The 
reason was that we were investing so much more steel in things like 
tanks and ships. We are putting it into aluminum plants and power 
plants. In World War II we put into tanks and ships, so, as we call 
it, the A product take for milit: ary items, direct defense procurement, 
was very much higher. We will try to prepare and submit to the 
committee a comparison. 

Senator Durr. I think vou should do that so we can see where these 
diversion to things equivalent of steel took place. 

Mr. FietscoMANN. We have records on that. I will submit those. 

(The information referred to is as follows :) 


CARBON STEEL, SECOND QUARTER 1944: AVERAGE QUARTER First Harr 1950: 
FIRsT QUARTER 1952 


Below are estimates of the quarterly average use of carbon steel before the 
invasion of South Korea a year and a half ago. This distribution pattern is 
compared with screened requirements for the first quarter 1952, submitted to 
DPA by the claimant agencies, and with first quarter allotments. The data used 
for second quarter 1944 were WPB reports, the detail of which does not exactly 
coincide with current data. The data used for pre-Korean consumption are 
estimates of the average quarterly use in the first half of 1950. These estimates 
have been compiled by the staff of the Office of Program and Requirements, DPA, 
using all available sources of information, including reports of the American 
Tron and Steel Institute. Unfortunately, the Government does not collect: in 
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Mr. Fieiscumann. He spoke of the deficiencies in steel between 


May and October. That was true, but the reason was CMP. No 
body could place an order in October for structural steel unless he 
had been given an allotment. In June, with a demand for some 200 
percent against the supply, they were all trying to place orders on 
mills, and the steel companies had absolute discretion as to which 
school, or which factory, or which a preerei might go ahead. 

CMP was introduced on July By October 1, we had reduced 
this overdemand down to the size 2 supply and of course the orders 
fell off. That was the purpose, in order to separ ate, if vou will, the 
wheat from the chatf, the more essential from the less essential, and 
the same thing is true of the backlog. They do not have the enor- 
mous backlog now deferred for months and months and quarters and 
even years that they had before, because that has been ruled out. 
They now only have backlogs consisting of CMP allocations which 
have been made. That isthe very purpose of CMP. 

Senator Durr. The reason they do not have backlogs is now that 
you control them and did not before / 


Mr. Furiscumann. That is right. We can at any time increase 
their backlog and if, in fact, we find there is anv vacant space at the 
mill, we will immediately do that. Yes. su 


Derr. You will increase it 4 

Ir. FLeEiscHMANN. Yes, sir. 
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In some areas and some communities they are bad, as civilian 
production is cut back, but the best test of what is happening to steel 
s our over-all industrial activity, which is at an all-time high. 


Furthermore, if it were true we were not allocating scientifically, 


vou would inevitably see a decline in steel production figures. If, 
as Mr. Honeycutt suggests, we are so inept that he has got vacant 
space, which lip to the present time has never been offered to us, I 
night add 

Senator Moopy. He did not support that testimony. 

Mr. FuetmscumMann. He said in pilings. 

Senator Moopy. He also said he could transfer that to structural 
and that structural was short. 

Senator Durr. One thing he said Was, he quoted to the effect that 
they would have to be looking for business. That what you were 
voing to give them was not enough to keep them in motion. He 
Guoted Mr. Grace. 


Mr. FieiscumMann. Mr. Honeycutt will not consider it confidential, 


[ think, that he told me they were going to be looking for structural 
business in the first quarter of 1952. They have a lot of structural 
business. If he has a hole in his schedules, we can give them ten 
orders that are not currently being taken care of. 

Senator Moopy. If you can find any surplus of cold-rolled sheets, 
would you mind se nding it out to Detroit ? 

Mr. Fieiscumann. I would be h: ippy to. 

Senator Durr. The point you are making is, if there is any vacuum 
it is a vacuum on account of allocations and vou could immedi: ately 
fill it ¢ 

Mr. Furiscumann. That is right. Mr. Honeycutt selected an 
odd item of pilings, which is a drop in the bucket in the over-all 
structural supply, and needed only for specialized industrial con 
struction, where you have a sandy substructure or something of that 
in a kind. It is used in marine construction. It is a drop in the 


bucket in the structural picture and the mere fact that a particular 


month there has a little bit of space in there in the mill for pilings is 
totally devoid of significance in the over-all picture, which shows 
something like 185 percent of the supply is presently in current 
demand. 

As I tried to point out there is nothing phony about the desire of 
a community for a school. Maybe in the aggregate they want twice 
as much as there is, but each one of those represents a realistic deter 
mination by the community that thev want that steel. 

Senator Moopy. One reason, Mr. Fleischmann, that I wanted these 
ventleman to stay was because I felt that what they testified to was in 
eloquent support of your case because they did not establish in any 
specific way at all where the ‘re Was any excess capacity at all. They 
are guessing that perhaps sometime there might be too much ¢ apac ity, 
but they also guessed that there would be too much capacity in 1941, 

Mr. Firiscumann. Now, Senator, one point made by Mr. Honey- 
eutt I want to say was accurate and that is one that troubles us. That 
is the shell steel situation. It has just recently been called to our 
attention that the military has not placed on the mills all of its re- 
quirements for shell steel. There is a somewhat comparable situation 
in stainless steel generally. 
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Now, that is a reflection of the facet that CMP does not work per- 
fectly. It hever worked perfectly Ith World War as We cannot 
always determine military requirements with exact accuracy, and 
far from there being validity to the suggestion that was made last 
week that we cut back the military in order to make room for civilia 
this is the best example of the actual facts. Namely, that in cases 
of doubt we always olive the benefit of the doubt to the military, evel 
When it may later develop that they could not use all the steel they 
asked for. We cannot forecast with mathematical certainty. You 
cal appreciate that: we cannot Say that the military will use down 
to the last ton of steel, It cannot be done. ‘Therefore, the only ost 
“rahi on which we GCIr in the Interest ot generosity I should s 
there are two, the military AEC program and the machine tool pro- 
gram. ‘Those are the only two rn Which perhaps we might be ic- 
cused of being a little overgwenerous. 

Senator Moopy. If vou will pardon the interruption, do you try 
to police the military requirements to such an extent that they will 
not be able to pile up steel or stoc kpile steel ¢ 

Mr. FueisHMann. Yes, sir 

senator Moopy. It would be criminal to have steel stockpiled 
anvbody and have men wa 7 ‘ing o the streets 


Mr, Fieisciimann. Mr. Chairman, vou are very right, and we take 
up that, hindi earns rway to do it. problem by problem as we 
deve ‘lop them. This shell ote Ss Immediate ly under investigation 


at the moment—how thev bene to overstate their requirement. 

Senator Durr. In the final analysis, what you are saying is that if 
there is any appearance of any vacuum, it is merely on account of 
some oversight, such as what you have just related and called to our 
attention. 

Mr. FreiscuMann. It is the human error I do not know how to 
eliminate. They were never eliminated in World War I] and Cannot}, 
be eliminated now. 

I did want to speak more specifically about the passenger-car situa 
tion. We do hot feel, tor the reasons that | have ndicated, that tne 
carbon was allotment could be increased. 

I dis: e entirely — oe Honeveutt on that. We have shown 
here eXu¢ tly whe re all « he ¢ arbon steel | S Golng. These increased 
programs over here Cen our Sscheusienie as to what is curre} tly 
more important as a program than automobiles and consumer goods, 
but I want to point out that even if he is right about the sheet stee a] 


situation, vou could not increase these areas because the real limiting 
factor is copper, and the second limiting factor is ali num—not steel 
at all. 

[It is copper and aluminum. 

Now, the aluminum supply, as the steel supply. will in Pus 
second half of 1952. and by 1953. unless we are in an all-out war. we 
nay he able I think we will be able—to increase the available s Ppl 

both steel and aluminum to these deferrable tems. ] 1 not see 
any s ich prospect in copper. The situation looks very bad for t 


indefinite future and T think the only hope of these producers is to 
substitute aluminum or steel for copper. 

Experimentation is going on at a tremendous clip in the auto in 
dustry and other industries to see if they can do that. A final factor 
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I will mention, not so important in the automobiles, but very im- 
portant in consumer goods, is nickel. The nickel situation is probably 
the most desperate situation we have today. We are allowing very 
small supplies to go to civilian producers—very small indeed. ‘With- 
out that small supply they cannot exist at all. Radios are a good 
example. 

Now, the military requirement for nickel goes up so rapidly during 
the next few quarters that I think in those quarters we will be put to 
some very stern decisions as between a small amount of nickel to keep 
big industries going, or that same nickel to bolster up to a smal] de- 
eree a military program. 

We have not faced that decision because every decision has been in 
favor of the military, but that decision will probably have to be made 
in the next quarter or two. 

Senator Moopy. Mr. Fleischmann, most of our nickel and copper is 
imported, is it not ¢ 

Mr. FLerscuMann. Well, ves, practically all of our nickel and a 
very large percentage of our copper. 

Senator Moopy. What are the factors making it impossible to get 
a greater import of copper ¢ 

Mr. FietscumMann. Well —— 

Senator Moopy. Is it price ¢ 

Mr. FLEIscHMANN. Price is one of the most important factors, but 
the main difficulty is that we are today getting our pro rata, or very 
nearly our pro rata share of copper. The reason Wwe are not getting 
quite our pro rata share is the price factor. We are trying to main- 
tain price controls here and that has affected our position in the 
world copper market. Our problem is that because of greatly ex- 
panded industrial activity, the tremendous military take in brass 
mill products, t he direct military alone is over 40 percent. 

Now the problem is that we cannot live on our pro rata share of the 

orld’s cop per supp ly, which is not increasing. It is staving about 
the same. The world is short of copper. 

Senator Moopy. Mr. Fleischmann, don’t you think that it would be 
un advisable program for the Government to undertake, if necessary, 
to make an agreement with Chile and other copper-producing coun- 
ir ies to undertake a mi jor expi ansion in copper production / x hey ‘do 

ive thie copper over there; do they not ? 

. FieiscuMann. It cannot be done. We have done all of that 
in can be done. I think the committee might be interested in hear- 
ing from Mr. Larson, who has been in charge of expanding those pro- 
grams and everything possible in my judgment has been done along 
those lines. Copper is a matter of diminishing returns. As vou get 
farther down it costs more to get it up, and the percentage of con- 

nitration becomes le Se The world is in serious shape on cop per. r 

nator Moopy. So you feel that the Chilean potentialities are being 

deg _ itely exploited ¢ 

. FLetscHMANN. I would not be in a position to answer that ques- 

I think the United States has done everything that it can 

should do to insure adequate supplies of copper to itself from 
(hile and elsewhere, but the price problem is still unsolved. Now 
nations of the world would agree, as I am hoping to get them 

lo. on some price levels and not evade them—the nations of the 
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free world—we would get our historical share of the copper supply, 
but that will not support these levels of production. That is the 
point 1 am trying to make. Everything we can do is too little in 
copper, and the same thing is true in nickel. 

Senator Moopy. During the Second World War there were emer- 
gency payments mi: ade in ‘opper. 

Mr. FLEISCHMANN. It 1s being done today, sir. 

Senator Moopy. That is being done today. It would seem to me 
that if the limiting factor in the civilian industry, like automobiles 
is a shortage of copper, that the economic loss ins volved in having laid 
off for lack of material is so great that any comparatively min or ex 
penditure that was undertaken to provide that sort of material would 
be economically well worth while and I would. urge vou to do every 
thing possible in that connection. 

Mr. FieiscuMann. I believe we are. I agree with vou. There is 
this factor that I think should be borne in mind. In my judgment 
it would not be sound national policy for the United States overnight 
to get into an all-out price war, internationally speaking, if you will, 
to sip yhon all of the scarce materials of the worl ltothe U nited States 
That I don’t think would be sound. It would ruin our allies who 
are alre: ady in the same shape we are on copper, but short of that 
we should do everything we can. 

Senator Moopy. That is the reason, Mr. Fleischmann, I mentioned 
the possibility of increasing the over-all production of copper. J 
dlon't think we should starve our allies. On the other hand, we are 
doing a great deal for the economy of our allies, and I think within 
reasonable limits we ought to do everything we can and hot be soft 
in that area at all. 

Mr. FietscuMann. Well, I don’t think anybody can charge me 
with being soft. I recently got some aluminum out of the British, 
which was the first time we had gotten aluminum from anybody. 

Senator Moopy. I saw that. 

Mr. FruriscuMann. And we are trying very hard to make some deals 
of that kind. 

Senator Moopy. I did not imply you were being soft. Senator 
Duff. did you have a question ? 

Senator Durr. You answered it, but I wanted an answer to the 
questions I asked Mr. Honeyeutt about having an excess of steel at a 
time when everybody was yelling for it, and particularly was i 
terested in the question of the percentages of production and supply 
now and then, and you have explained that instead of going into steel 
direct now, an immense amount of that is going into collateral things 
that are used for supplemental purposes, or substitutions, for which 
steel was used in World War IT, is that correct? 

Mr. FietscHMann. That is correct. In other words, the basis of 
the mobilization today is this tremendous industrial expansion to 
support the AEC and the military program. 

Senator Durr. In other words, you can’t trace steel merely into steel 
products. You have got to trace it into a whole lot of others to get 
the equivalent of what it was before? 

Mr. FiriscHmMaAnn. That is right. I want to add a comment. 
Both gentlemen spoke of the recommendations of the steel presidents’ 
committee. I want to say that that is before this committee and we 
have accepted and put into effect the great majority of the recom- 
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mendations which they have made, save the sole one which they do 
not make as a full recommendation that we scrap the whole control 
program. 

That we do not accept, but practically everything else, as far as 
the oper: ations vo, We have set up to follow. 

For example, we have set up a committee to screen all large new 
construction projects, to see that they do not get steel in advance of 
their needs, and we have done—as you go through the list, Mr. Chair- 
man, vou will see that we have done practically everything they have 
recommended, and the recommendations were good. We did not just 
do it to be nice. We did it because the recommendations made sense 
and they have improved the operation of the controlled materials 
plan. 

I think that is all that I have. 

Senator Moopy. I have a number of questions I was going to ask 
Mr. Fleischmann. I think you have answered most of them. 

Statements @o out across the country creating a false impression 
that there is needless cutting back of any industry. I presume that 
you. vourself, Mr. Fleischmann, would be the tirst to concede that 
there m: iv be errors in some of your orders / 

In fact, you have conceded that. 

Mr. FuerscumMann. Certainly. 

Senator Moopy. You have conceded that to be true a couple of 
times today, but I think it would be very damaging to the national 
interest to have the false impression vo out on this very important 
point because we do know that the cut-backs in a number of indus- 
tries are causing large unemployment. 

Mir. FLerscHM ANN. That is right. 

Senator Moopy. I just want to ask you this: If vou prove to be 
mistaken, and ep Honeycutt proves to be right about a surplus in 
steel in the near future, | presume we can count on you to increase 
as rapidly as soa le allotments to the industries that have been cut ? 

Mr. FietscHomMann. Well, let me say—— 

Senator Moopy. That is a superfluous question. 

Mr. FietscumMann. I would not only do that, but I hope he is right. 
1 would be delighted to buy him a lunch if he proves to be right. 

Senator Moopy. [ would buy him more than that if he proves to 
be right. 

iy EISCHMANN, I hope he is rig hy e. I do not be lieve he is. but 
[ hope he is. We will certainly change the allotments just as fast as 
we Can sign the pape rs because the ‘re is hot going to be : any pile- up at 
the mills of unused steel if we can prevent it. 

Phe only thing that could cause that that I can see—because I know 
this demand is there—is the limiting factor of copper,and aluminum. 
It mav be that clue to that the ceneral level of industrial production 
could be cut down at some time in the future to where they could not 
use - the steel but no such thing has h: ippe re vet. 

Senator Moopy. How rapidly is your incre: In aluminum pro- 
duction coming in? 

Mr. FLetscHMann. Quite well. We get substantial quantities in 
1952. We get some in the first and second quarters, but that will be 
not enough to change the picture because the military requirement goes 
right up. In 1953, early 1958, the surplus—by “surplus” I mean sur- 
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plus available to resume civilian production—begins to be effective. 
For the latter half of 1952 we have small amounts available. 

Senator Moopy. One thing that has been in my mind that may or 
may not be practical—I would like to get your opinion on it—in the 
field of copper would it be a practical thing for American capital 
operating with the cooperation of the Government, that would be 
necessary because of the obvious necessity of the Chilean Government 
being in it, to negotiate agreements whereby the American capital 
could go to Chile and develop further copper mines and have that 
production, that specific production be allocable only to the United 
States / 

Mr. FietscuMann. Well, I think American industry has already 
done that, Senator, if I am not mistaken. I believe companies like 
General Electric and other companies have already done that. I 
certainly would favor doing it, if it hasn’t been done, but I think vou 
will find there has been a great deal of that kind of work done. 

Senator Moopy. I think that is true. but it seems to me that offers 
an avenue for expanding our import of copper, which is obviously 
going to be the critical point in the situation. 

Mr. FieiscuMann. Yes. Lam for anything along those lines that 
can be done. 

Senator Moopy. Thank you very much for coming, Mr. Fleisch 
mann. 

The meeting is now adjourned. 


l 


(Whereupon, 7. 1° au p. m.. the subcommittee wus ado mned. ) 











APPENDIX I 


STEEL GRAY-MARKET DATA 
Submitted by J. V. Honeycutt, assistant vice president, Bethlehem Steel Co. 


1. Instructions; K. L. Griffith to district offices (referred to in statement on gray 
market). 

2. Acorn case (referred to in statement on gray market). 

3. Roberts Manufacturing Co. (referred to in statement on gray market). 

t. Egleston Bros. (circumstances under which further steel supply cut off). 

5. Poloron Products, Inc. (circumstances under which further steel supply cut 
oir). 

6. C. W. Hunt (circumstances under which further steel supply cut off). 


FOR INTEROFFICE CORRESPONDENCE 


SUBSIDIARY COMPANIES OF BETHLEHEM STEEL Corpe., 
Bethichem, Pa., February 17, 1948. 
From: K. L. Griffith. 
| District-office sales managers, suboflicers and representatives : 
Paul Mackall. 
V. Honeyeutt. 
IK L Griftith. 


D. C. Roscoe, 

S Gray market. 
lnasmuch as the possibility exists that our customers may, either unwittingly 
tionally, dispose of steel they purchase from us directly or indirectly 
gray-market channels, you are requested to have your sales personnel in- 
customers of our policy to discontinue supplying steel where we have 
pl of any diversion into gray-market channels and to ask them to advise us 


iy surplus stock they may have of steel of our manufacture so that we may 


pportunity to suggest to whom they may sell such surplus. Insofar 
sible ou should assure yourself that none of our products are being 
verted to improper channels, and to that end your sales personnel should 
ce frequent checks with customers, 
tinne to send all information you may obtain on steel gray-market 
s to M. C. Schrader. 


' 
& 

ACORN Iron & Suppity Co., PHILADELPHIA JoBRBER : 

Getober 15, 1950, forward: Several customers, including New York State ; 
complained of offers and sales by Acorn of shapes and plates from $70 to $150 : 


per ton above warehouse price. In case of New York State, a small quantity 
of plates was offered at rate of S980 per ton. 

December 12, 1950: We phoned assistant general counsel and Chief of Ware- 
house Section of NPA, told of complaints, and asked instruction in view of M-6 
becoming effective with respect to January schedules, 

December 15, 1950: Chief of Warehouse Section phoned Mr. Honeycutt, after 
consultation with NPA lawyers to withhold M-6 quota to Acorn, 

february 1, 1951: NPA advised of a call by Acorn’s lawyer and asked us for 
copies of evidence we had. 

February 6, 1951: Acorn threatened suit. 

February 7, 1951: NPA confirmed instructions to Bethlehem and that sufficient 
legal authority for withholding Acorn’s quota under M-6. 
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February 9, 1951: Copies of our evidence supplied to NPA. 

February 13, 1951: Acorn lawyer threatened suit. 

March 2, 1951: NPA informed us that NPA lawyer agreed Bethlehem should 
have written confirmation of earlier oral instructions. 

March 22, 1951: Acorn sued in United States District Court in Philadelphia 
for injunction to comply with M-6 and for $100,000 damages to good will and 
business. 

Case was dismissed several weeks later on ground that only Attorney General 
‘an bring such action. Acorn appealed to circuit court of appeals. 

(Norr.—After Acorn got steel, the case was finally dropped. ) 

March 28, 1951: At suggestion of NPA lawyers, Bethlehem confirmed in writing 
its request for relief under M-—6. 

April 8, 1951: NPA Administrator offered Acorn opportunity to be heard “par- 
ticularly with respect to the allegations of fact that your company has been 
selling steel products at prices substantially in excess of the established market 
prices for such products in the Philadelphia area.” 

May &, 1951: Hearing before special NPA Board “continued by the Administra- 
tor to hear this particular case for the purpose of recomminding appropriate 
action to him.” 

Bethlehem appeared with the precise testimony NPA lawyers had asked for. 

July 80, 1951: NVA Administrator wrote Bethlehem: ‘While the record does 
indicate that Acorn sold some steel products at prices in excess of those listed 
in the trade journals, the Board finds that there has been no persuasive show 
ing that such sales involved steel products acquired under Order M-—6.° or by any 
other form of priorities assistance, or even that they were purchased from 
Bethlehem Steel Corp. or any other stee! producer,” 

Comment: NPA has plenty cf compliance officers to investigate. They have 
legal power, we have none 

We were required to supply Acorn with quota from January 1951 forward— 
about 850 tons of shapes. 


RoveRts MANUFACTURING Co., CLEBURNE, TEX 


Bethlehem never dealt with this firm before. 

February 1951: Roberts attempted to place rated orders with Bethlehem for 
2.400 tons cold-rolled sheets. Bethlehem resisted: agreed to take only 600. 

February 1, 1951: Roberts submitted order for 600 tons cold-rolled sheets, 300 
June and 300 July. “Certified under NPA Regulation 2 for use on Government 
contract as follows: NR-11-009-QM-5598 (01-T385-GS-51) DO-21.” Specified 
for use in fabrieating shelving. 

February 14, 1951: Roberts confirmed DO-21 rating by telegram. 

May 3, 1951: Bethlehem acknowledged order. 


June 1 to August 1, 1951: Bethlehem shipped total 604 tons destined to Roberts 
Cleburne, Tex., sight draft, bill of lading attached. 
July 18, 1951: St. Louis jobber, not Bethlehem customer, informed our St. Louis 


¥ 


sales office of carload of cold-rolled sheets offered him at gray-market prices, 
material being in the original car in a private yard in Madison, Ill Identified as 
Bethlehem Steel Corp. material. 

July 18, 1951: Bethlehem checked through its sales, traffic, billing, operating 
divisions, and found shipment originally destined for Roberts under above order. 

July 24, 1951: Bethlehem wrote John Peckham, Director of Compliance Divi- 
sion, NPA, Washington, imparting this information. 

August 2, 1951: Letter from Peckham, of NPA: “The information which you 
have furnished is very much appreciated. Your letter will be kept on file in this 
office and, in the event that the matter involved is the source of some future 
complaint, the facts outlined therein will be a definite value in preventing unneces- 
sary investigative activity.” 

November 15, 1951: Lawyer in NPA regional compliance office in Philadelphia 
asked for data on above Roberts order and advised that NPA had information 
that 11 to 12 carloads of steel shipped to Roberts were diverted. 

Bethlehem Steel Corp. never said so 

Bethlehem wide-flange shapes were involved in one case 
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November 16, 1951: Bethlehem gave information to NPA compliance agents 
who called at home office 

November 2S, 1951: NPA lawyer called again and got additional information 
from credit department. 

From the NPA representative we learned that Roberts diverted all but one or 
two carloads of the entire tonnage of 604 tons supplied by Bethlehem under the 
rated orde? 

NOVEMBER 17, 1950. 
Mr. T. F. HANNIGAN, 
Fedevra Burcau o Tne stigation, 
Post Office Building, tllentown, Pa. 

Dear Mr. HANNIGAN: Our Buffalo, N. Y., sales office had a report from LD. J 
Fitzpatrick, president of Utica Products, Inc., of Utica, N. Y. The information 
Was to the effect that on or about October 27, 1950, the Utica Products, Ine., 
had just unloaded a big truckload shipment of 20-gage cold-rolled sheets 36 by ; 

“O and 48 by 120. From identification marks it appeared that the material i 
is produced at our Sparrows Point, Md., plant. Mr, Fitzpatrick explained : 

that the steel had come through, as he understood it, from an exporting ware 

house in Brooklyn He also said that the Utica Products, Inc., paid 20 cents 

per pound for the material or $400 a ton. He refused to give additional details. 

We then investigated and found that sheets of the heat numbers indicated by 
the markings referred to in the preceding paragraph were produced at our 
Sparrows Point plant and shipped to an old customer of ours, Egleston Bros. & 
Co., Ine., 31-07 Bordan Avenue, Long Island City, N.Y. Shipments were made 
on September 18 and 2S, 1950. We charged our regular mill prices for this 
Inaterial, 

Egleston Bros. told us the circumstances under which they disposed of the 
stee! The operator of the trucking concern, Steel Haulage Co., which does 
Egleston’s truck, came to Egleston with the story that he had a relative who 
wus urgently in need of sheets and requested that a certain tonnage of sheets be 
sent to Brooklyn Steel Warehouse Co, (address unknown to us). Egleston, in 
response to that request. sold a total of 106.240 pounds to the Brooklyn Steel 
Warehouse Co. at the regular warehouse price for the steel, which is approxi 
mately $140 per ton We have no reason to believe that Egleston Bros, profited 
from the transaction. On the other hand, we have always found them to be 
pright and reliable 

Nevertheless, because of the involvement in the gray market of the eold 
rolled sheets which we sold to Egleston Bros., we have discontinued further 
shipments of cold-rolled sheets to that customer. 

We know nothing of the transaction bevond the foregoing 

Very truly yours 
M. C. SCHRADER 
DECEMBER 15, 190. 
Mr. T. F. HANNIGAN, 
Federal Bureau of Investigation. 
Post Office Building, Allentown, Pa. 


Deak Mr. HANNIGAN: Mr. Halsey Sherwood, of Wallkill Machine Works, Lne., 
Woodruff Street, Walden, N. Y., informed us that he has purchased, through 
What he designates the “black market,” some sheet steel manufactured by the 
Sethlehem Steel Co. He purchased such material from time to time from 
Arnold-Thomas, Inec., 44 Whitehall Street, New York 4, N. Y., and they in turn 
moved material from Poloron Products, Inc., 55 Avenue E, New Rochelle, N. Y.. 
via the Gerosa Haulage & Warehouse Corp. Some of the material had a Bethle- 
hem stamp on it. 

According to the heat and coil numbers stamped on the material we could 
identify three shipments which we made to Poloron Products, Inc. : 1,547 cold- 
rolled sheets, 22 gage, 40 by 63 inch, on May 23, 1950: 2,548 cold-rolled sheets, 
2? gage, 40 by 63 inch, on May 20, 1950; 1,229 cold-rolled sheets, 22 gage, 3814 by 
66 inch, June 6, 1950. 

Our invoice price for this material was $4.65 per 100 pounds, f. o. b. our mill. 

Wallkill Machine Works, Inc., showed us their purchase order to Arnold 
Thomas, Inc., dated November 17, 1950, for a total of 40 tons of steel at $17.75 


ep R A 


BW Reese 
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per 100 pounds. We also have Arnold-Thomas’ invoice dated November 22, 1950, 
rendered to Wallkill Machine Works, Ine., for 4.040 pounds of 22-gage cold 
rolled prime steel sheets 33 by 62 inch and 23,520 pounds of the same gage 40 by 
63 inch, or a total of 27,560 pounds, priced at $17.75 per 100 pounds, or a total 
of $4,891.90. The invoice also included freight from New York to Walden $105 
and 3 percent tax on the $105 of $3.15, the total bill being $5,000.05. 

Mr. Sherwood also told us that someone from Arnold-Thomas, Inc., told him, 
Sherwood, that Arnold-Thomas had moved approximately 400 tons of sheets 
out of Poloron’s plant during the week of November 27 

We will accept no further orders for cold-rolled sheets from this account so 
long as the present tight situation on this product continues 

Very truly yours, 
M. C. ScHRADER 


SUBSIDIARY COMPANIES OF BETHLEHEM STEEL Corp., 
Philadelphia, Pa., January 2, 1951 
From: P. B. Burtis. 
To: A. T. Hunt, B. L. Bishop. 
Subject: Charles W. Hunt Co., Philadelphia, Pa 

Supplementing previous correspondence and Mr. R. S. Taylor's telephone con- 
versation with Mr. A. T. Hunt this morning, kindly note that Mr. C. W. Hunt 
visited this office on Tuesday, December 19, 1950, and told his story of innocence 
to Messrs. Burtis, Taylor, and Fitzgerald. 

We told Mr. Hunt that in 1949, after he had become a legitimate warehouse 
instead of a broker we had agreed to sell him approximately 160 tons of hot 
rolled sheets, believing that he would exercise his legitimate functions as a dis- 
tributor of our steel products in this local territory. In 1950 we accepted an 
additional 208 tons of orders for hot-rolled sheets from him and had to turn back 
several hundred tons of additional such tonnage which he wished to place with 
us, but we were unable to handle, due to our mill conditions at that time. 

We told him, however, that after we had uncovered carload shipments diverted 
in transit from shipment to his warehouse to some western district at gray 
market prices we had suspended shipment on 190 tons still due him and were 
considering these orders canceled or suspended indefinitely 

Mr. Charles Hpnt pleaded complete innocence, stating that he had diverted 
two cars, approximately 100 tons, which we shipped to him on July 31, 1950, on 
EB-20236 and 7 out of Lackawanna on his order 33677, YE 33729. He stated this 
was a legitimate commitment to the Baird Steel Co., of New York City, with whom 
he had been doing business for 10 or 12 vears and had always held in high esteem 
This commitment was made, according to Mr. Hunt, at a time when hot rolled 
were in fairly easy supply, and even though it was not shipped until the picture 
had changed materially, he did not sell it at any gray-market prices. He said 
that he will show us his copy of the bill to Baird Steel Co., dated August 3, 
priced at $5.40 net, Philadelphia, as compared to our price to him of $4.40 net, 
Philadelphia 

Under date of December 12, 1950, Mr. Hunt sent us a letter stating that under 
the warehouse order M—6 he was entitled to 47.5 net tons of hot-rolled sheet steel 
products per month, since his records indicated we had shipped him a total of 
426 tons during the first 9 months of 1950. 

Mr. Fitzgerald, of this office, will accompany Mr. Charles Hunt to Bethlehem 
on Thursday, January 4, 1951, for an appointment with Messrs. Bishop and 
Schrader at 3 p.m. Mr. Taylor will be in Bethlehem that day and will endeavor 
to join this discussion at that time. 

Copy to M. C. Schrader, Bethlehem. 

Novi When C. W. Hunt visited Bethlehem he canceled an order we still had 


on our books 


SUBSIDIARY COMPANIES OF BETHLEHEM STEEL Corp., 
Bethlehem. Pa... August 21, 1950 

From: A. T. Hunt 

To: P. B. Burtis, Philadelphia 

Subject: Charles W. Hunt Co. 

We wish to refer vou to the initial order report made on April 22, 1949, by | 

Mr. J. E. Fitzgerald, which indicated to us that this was a very responsible con- 
cern and that you had had satisfactory experience wit! 


them 
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It now develops that this concern has been purchasing hot-rolled sheets from 
us purportedly shipped to his warehouse at Philadelphia but has been having 
the cars reconsigned all over the country, particularly and specifically to the 
Toledo Tank Co. at Toledo, Ohio. 

It develops that this material was purchased by the Toledo Tank Co. from the 
Baird Steel Co. (broker), 76 Beaver Street, New York City, and he has purchased 
a grand total of about eight carloads. 

It further develops that the Toledo Tank Co. has paid 11 to 12 cents per pound 
for this material delivered at Toledo, which gives you a rough idea of how “gray” 
this market is. 

It seems to us that better judgment should be exercised, and certainly in open- 
ing new accounts on sheets, which have been a scarce item for the past 5 years, 
that all salesmen would keep in touch with the account and see that they have 
some sheets on their floor and are developing a business locally instead of taking 
their tonnage and putting it directly into the gray market in this manner. 

Under all the above circumstances we certainly do not care to continue our 
relationship on sheets with these people ; however, we wish to caution you, do not 
divulge the name of the Toledo Tank Co. under any circumstances. 

With regard to the remaining orders on the books we will let them die a nat- 
ural death, as we doubt the value of talking this over with the Charles W. Hunt 
Co. 
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